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WAR VS. PEACE PROFITABILITY 


OOKING at the gross profits of in- 
dustrial companies, labor leaders 
frequently jump to the conclusion that 
“there’s gold in them thar hills”—gold 
for wage rate increases. The war in- 
dustries generally have been making a 
real showing of efficiency of mass pro- 
duction, and hence have been translat- 
ing the unprecedented sales volume into 
record gross incomes. Corporation re- 
ports are beginning to reflect the fact 
that a larger and larger part of wage 
boosts is coming out of government tax 
receipts (see below). The taxpayer is 
thus subsidizing these wage increases 
and is finding that the burden is falling 
ever more heavily on his own shoulders 
to make up the lost corporate revenue. 


That we cannot afford to pay these 
increases in wages during wartime is 
becoming apparent as the spread be- 
tween purchasing power and available 
supplies of goods widens. The position 
of many now profitable industries, em- 
ploying millions of workers, will be very 
precarious when the vast and continu- 
ing stream of war orders is curtailed. 
With wage schedules built on the basis 
of war-inflated volume of production, 
but without the same volume, something 
will have to give way. The economies 
and smaller cost-per-unit possible under 
mass production’ techniques at a high 
operating ratio, with machinery in use 
twelve to twenty-four hours a day, and 
a nominal profit per finished unit cap- 


able of supporting solvency, will not 
often be attainable when the war ends. 

As military needs shift and production 
in certain lines outstrips requirements, 
we will get a preview of the effect of 
cancellations or reduction of orders on 
profitability of operation—both as to 
gross and net after taxes—with de- 
creased volume. Since in large measure 
the major wage rate increases have been 
in the “war industries,” the readjust- 
ment in this area may be unduly diffi- 
cult, and those very companies which 
are doing such a fine job of production 
turnout may be most severely penalized, 
caught between high wages and low pro- 
duction turnover. If the real security 
that comes only with stability of em- 
ployment and profitability of private en- 
terprise is a major goal of post-war 
planning, recognition of this condition 
must be quickly forthcoming, both in 
labor circles and through provision in 
our tax laws for post-war reserves. 


WAGES AND TAXES 


ANY persons have feared that the 

wage increases approved by the 
National War Labor Board would, to a 
large extent, have to be financed in- 
directly by the U. S. Treasury because 
of reduced tax receipts. That this is 
now happening is indicated by the U. 8S. 
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Steel earnings statement for the first 
six months of this year. Total revenues 
during this period were about equal to 
those in 1942, while net income declined 
slightly. However, wage payments in- 
creased by $63 million and Federal taxes 
decreased by $45 million as compared 
with final adjusted tax reserves for the 
first six months of last year. Since the 
total volume of business has remained 
about the same presumably no substan- 
tial change in the size of the staff was 
necessary, and, hence, the larger wage 
bill reflected both higher wage rates 
and longer hours. 


It seems certain that the reduction in 
the taxes paid by the Steel Corporation 
was due mainly to the lower taxable in- 
come resulting from the increase in 
wage payments. It is true that part of 
this loss will be recouped by the Treas- 
ury through taxes collected from wage 
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earners. However, the yield from this 
source will probably average about 20% 
of the amount involved, whereas the 
steel corporation would have had to pay 
90% at the top excess profits rate. Thus, 
the effect of the wage increases will be 
to increase the government deficit and 
necessitate the creation of more credit 
to finance the war. Moreover, since the 
money is in the hands of persons with 
a greater tendency to spend than to 
save, the pressure for price rises be- 
comes intensified. 

With peak output being reached in 
many lines, further wage increases will, 
to a growing extent, represent a diver- 
sion of funds from the Treasury, thus 
making the problem of war finance and 
inflation control more difficult. This is 
another reason why the further pres- 
sures for wage increases, attending fail- 
ure to control living costs effectively, 
must be strongly resisted. 


THE ROLE OF FORCED SAVINGS 


O reduce the still growing inflation- 

ary gap it has been urged that Con- 
gress impose forced savings. However, 
there has been little specific discussion 
as to the exact role that forced savings 
can play in a war economy. Many ad- 
vocates imply that forced savings can 
or should be a major weapon in the bat- 
tle against inflation and point to its 
adoption in other belligerent countries. 
Canada, Great Britain, Germany and 
other countries have imposed forced 
savings as one means of financing the 
war, aS we ourselves have done in con- 
nection with the victory tax and the 
corporate excess profits tax. 

What is overlooked, however, is that 
the total funds raised through this 
mechanism have represented a relative- 
ly unimportant source of war finance. 
In Canada in the fiscal year ending 
March 31, 1943, $100 million (less than 
2% per cent of total government ex- 
penditures) was derived from forced 
savings; in the current fiscal year the 
percentage will be moderately larger, 


and will cover less than eight per cent 
of the total deficit. Similarly, in Eng- 
land the amount of the tax to be re- 
turned in the post-war period reflected 
largely the increased tax attributable 
to the lowering of exemptions. In these 
countries, as in others, the forced sav- 
ings plan has been used primarily to 
sweeten the burden of higher taxes. 

Several factors condition the extent 
to which forced savings should be used. 

1. The prime objective is to reduce 
the size of the inflationary gap. Most 
of the increase in revenue derived from 
the imposition of forced savings will 
come mainly from those groups now 
saving little or no part of their income. 
To the extent that forced savings leads 
to an offsetting reduction in the volume 
of voluntary savings, the goal of reduc- 
ing inflationary pressure is not fully 
achieved. 

2. While taxes reduce the total amount 
of borrowing necessary to finance the 
war and hence mean a lower post-war 
debt, forced savings mean a larger debt. 
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However, the political advantages are 
with any such deferment of heavier 
taxes. 


3. So far as possible the war should 
be financed out of taxes. It is only a 
temporary escape if a significant part of 
the amounts collected as taxes are re- 
turned to taxpayers in the post-war pe- 
riod. Such repayments would compli- 
cate the problem of inflation control at 
that time. 


Because of these considerations and 
as voluntary purchases of securities as- 
sume larger proportions, the area in 
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which forced savings can represent a 
net gain to the funds obtainable by the 
government has necessarily been lim- 
ited. They should be designed primar- 
ily to soften the burden of the large in- 
creases in taxes and to act as an incen- 
tive for continued productive efforts. 
If income tax exemptions are lowered 
further, it might be desirable to return, 
in the post-war period, the entire tax 
paid by the new class of taxpayers, all 
of whom will be in the low income 
groups. Part of the tax increase to 
other groups might also be refunded 
as a quid pro quo for higher tax rates. 


CONTROL REQUIRED AT THE SOURCE 


NADEQUATE controls at one stage 
of production or distribution have in 
many cases necessitated an extension 
of control to later stages. However, ef- 
fective control at these later stages is 
usually impossible without adequate 
precautions at the earlier stage, while 
the adoption of such precautions makes 
control at later stages less necessary. 
The most recent illustration of this ten- 
dency is found in connection with gaso- 
line rationing on the East Coast. A fre- 
quent question is “why can’t we deter- 
mine the supply of gas for pleasure 
driving and then make it available to 
civilians to use as they please?” It is 
apparently feared that if civilians are 
allowed to use their cars without re- 
striction they will find, one way or an- 
other, means to secure gas in excess of 
their allotment from the black market 
which has developed because of the in- 
adequate control over gasoline supplies. 
Since a major source of illegal gaso- 
line supplies appears to have been the 
excess issuance of “T” coupons, they 
should be reviewed carefully and the 
total pared where possible. Moreover, 
many persons with “B” and “C” cards 
are in a position to divert part of their 
gas for pleasure driving. Here, too, the 
solution is found in greater restrictions 
upon the issuance of such coupons. The 
manpower required to eliminate these 
sources of extra gas for pleasure driv- 


ing would be considerably less and 
could be used more effectively than that 
required to stop motorists in order to 
ascertain whether or not they are using 
their cars legally. 

This situation is not confined to gaso- 
line alone. It is becoming far more ser- 


The Difference in the Two Fronts 


© The Kansas City Star 
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ious in connection with food products, 
where attempts are being made to en- 
force ceilings without adequate controls 
over prices at the source. Meat fur- 
nishes an excellent illustration. The 
impossible task of policing retail prices 
can be cut down considerably if effec- 
tive controls were imposed over livestock 
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prices—probably through government 
buying and selling operations. The task 
of control will be greatly facilitated, 
and the manpower required and the pub- 
lic irritation greatly reduced if effective 
controls are imposed at the producer’s 
or processor’s level rather than at the 
consumer’s level. 


SUBSIDIES AND LEND-LEASE 


ONGRESS, by a very narrow mar- 

gin, has approved the limited use 
of subsidies. It seems certain, however, 
that when Congress reconvenes the 
question will be reopened. The oppon- 
ents of subsidies have marshaled many 
arguments against their adoption in this 
country, notably the one that propon- 
ents of subsidies have been mistaken in 
their interpretation of the British ex- 
perience. This group holds that the 
reason for success of British subsidies 
is due to the large amount of food that 
we have sent them under lend-lease. If 
we could also receive food through such 
an arrangement, runs the argument, we 
too could have subsidies that could be 
considered non-inflationary. True, it 
makes the administrative problem eas- 
ier, to the extent that goods flow 
through import channels, which are 
easier to control, but the facts are as 
follows: 


1. In the first two years of lend-lease 
we shipped less than one billion dollars 
of food to Great Britain. Of this total 
some failed to arrive because of sink- 
ings; part was used for the armed 
forces, while the balance was sold at 
prices substantially lower than prices 
in the United States because the price 
level in England is generally much 
lower than here. After allowing for 
these special conditions the net value of 
foods received by Great Britain under 
lend-lease was substantially less than 
the $1.1 billion of subsidies spent dur- 
ing the same period. 

2. Subsidies were introduced in Great 
Britain in December 1939, while lend- 
lease was passed in March 1941. 


3. The cost of living index in Great 
Britain has been stable since the begin- 
ning of 1941, although no substantial 
amounts of food were received under 
lend-lease until near the end of 1941. 

4, An examination of the movement 
of prices shows that in each case the 
price remained unchanged or declined 
sharply immediately upon the start of 
the subsidy program. There is no clear 
cut relationship between the receipt of 
supplies under lend-lease and the move- 
ment of prices. 

5. The total cost of subsidies ($600 
million annually) is less than 3% of the 
total government spending of more than 
$21 billion, and compares with a deficit 
of about $11 billion. In the absence of 
subsidies the deficit would still have 
been in excess of $10 billion. This rela- 
tively small amount is obviously not the 
difference between inflation and non-in- 
flation. 


It is clear, therefore, that in terms of 
timing, magnitude and cause and effect 
relationships, the success of the British 
subsidy program was not due to lend- 
lease, Of course, to the extent that total 
supplies in England were increased, the 
pressure for price rises was reduced but 
after considering reverse lend-lease this 
has been only a small factor. 

Subsidies have also been used suc- 
cessfully in Canada even though lend- 
lease has not played a role, and in many 
respects our situation is more analogous 
to that in Canada since the Canadians 
and ourselves, unlike the British, do not 
have effective control over supplies or 
engage in extensive government buying 
and selling operations. However, such 
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buying and selling is being recommend- 
ed as one way out of our own difficulties. 


Another objection advanced against 
the use of subsidies is that the program 
may cost about two or three billion dol- 
lars and this is considered to be very 
inflationary. Several factors must be 
considered before accepting this conclu- 
sion. 


1. An expenditure of this amount 
would be cheaper than a 5 to 10 per cent 
or greater price rise since the subsidy 
expenditure would be equivalent to only 
two or three per cent of the war cost. 

2. With an anticipated deficit of more 
than $70 billion, the allegation that an 
extra two or three billions for subsidies 
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is the creator of inflation is incongruous. 

3. It is true that even this expendi- 
ture contributes to inflation, but the 
question must be raised, is it more or 
less inflationary than the alternative 
wage-price spiral. The burden of evi- 
dence indicates that it is less inflation- 
ary and hence represents the “least 
worst” alternative. Of course, any such 
subsidy program must be implemented 
by a more effective fiscal and wage 
policy as well as other means of pro- 
tection against excessive cost (see 
Trusts and Estates, July 1943, page 6). 
Subsidies have a proper place in the 
anti-inflation program, if they are placed 
under a responsible agency subject to 
review of Congress. 


TWO WAR LOANS — CANADA AND UNITED STATES 


HE Fourth Victory Loan in Canada 

and the Second War Loan in the 
United States were floated in April and 
May of this year. A few comparisons 
are highly instructive. Our loan raised 
$18.5 billion, or slightly more than 1/6th 
of the total expenditures in the current 
fiscal year. Canada raised $1.3 billion, 
or almost 14 of government expenditures 
in this fiscal year. In the United States, 
27% was sold to commercial banks while 
none was sold to the banks in Canada. 
In the United States, individuals 
bought about 18% of the total, while in 
Canada more than 40% was raised from 
sales to individuals. 

Here is the difference between the 
United States and Canadian fiscal poli- 
cies. Canada has successfully avoided 
recourse to the commercial banks; here 
a large proportion of the sales are made 
to these institutions with the consequent 
inflation of bank credit. Canada empha- 
sizes sales to individuals with the result 
that purchasing power is drained off, 
and hence the pressure for inflationary 
price rises is reduced. To reach these 
individuals a large sales force is hired 
and commissions are paid to those who 
sell the war bonds. 

We have an efficient security distribu- 
tion organization which has sold billions 


of securities to investors, large and 
small. The question will be asked 
whether nominal commissions could be 
paid on sales to small investors in this 
country, as is done both to bankers and 
nonbankers, such as insurance and 
other salesmen, in Canada. The rela- 
tive cost would be low; the dividends to 
be obtained would be large if Canadian 
experience is a bell-wether. But there 
is a basic difference in policy. Such 
commission payments were the rule in 
Canada prior to the war, so no question 
of patriotism vs. commercialism obtains. 


It may be argued that introduction of 
their practice here would create a nega- 
tive attitude among the smaller invest- 
ors, especially since financial interests 
have been under a political cloud for 
some years past. The next alternative 
may be to issue a coupon type of bond 
which would be more attractive to those 
now deterred by fear of the red tape of 
redemption—proper as it may be. While 
this might be considered as “hot money” 
the job is first to get the debt in the 
hands of individuals as far as possible, 
and secondly, to keep it there to the 
greatest extent through establishing a 
sound basis for confidence in govern- 
ment and in business. 








HE reduction in the outstanding vol- 

ume of consumer credit and farm in- 
debtedness which has occurred during the 
past few years has very favorable im- 
plications for the post-war period. The 
total volume of consumer credit which 
stood at $9.5 billion at the end of 1941 
has been reduced to approximately $5 
billion as of May of this year, and the 
total is still declining rapidly. Most of 
the decline has been due to the controls 
over installment credit and the sharp cur- 
tailment in the production of durable con- 
sumers’ goods, such as_ automobiles, 
electrical appliances, and other items 
formerly bought to a large extent on the 
installment plan. This reduction of $4.5 
billion has been a small offset to the huge 
volume of credit created to finance the 


Excess Reserves plus Holdings of Treasury 
Bills of Banks in New York City. 


teeta OF DOLLARS 


“For some months now the situation at 
New York City has demonstrated the feas- 
ibility of operating on an extremely slender 
margin of excess reserves where banks hold 
substantial amounts of highly liquid short- 
term investments which can be quickly con- 
verted into cash at the Reserve Banks or by 
sale in the market,” according to the Na- 
tional City Bank Bulletin for July. “While 
it is true, as the accompanying diagram 
shows, that excess reserves in New York 
City have virtually disappeared, these fig- 
ures have little meaning without considera- 
tion of the large secondary reserves in the 
form of Treasury bills. These to all intents 
and purposes are the equivalent of cash ex- 
cept that they bring in some earnings re- 
turn.” 
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CONSUMER CREDIT AND FARM DEBT 


war. As a result of these repayments, 
the volume is the lowest since 1935 and 
consumers have improved their debt 
position considerably. Since a smaller 
part of their salaries at the end of the 
war will be mortgaged for existing in- 
stallment credit commitments, consumers 
will be in a favorable position to buy 
large quantities of goods on the install- 
ment plan as soon as such goods can be 
produced. This potential volume of in- 
stallment purchases, when combined with 
the huge accumulated purchasing power 
available in the hands of consumers, as- 
sures an ample market for the output of 
durable goods industries for some time 
after the cessation of hostilities. 


Farm mortgage debt which aggregated 
$7.1 billion in 1939 has declined moder- 
ately to $6.4 billion at the present time. 
This decline, which has been made pos- 
sible because of the substantial increase 
in net farm incomes, is particularly in- 
teresting since in the last war, farm debt 
increased from $4.7 billion in 1914 to 
$6.5 billion in 1918, and then to $8.5 bil- 
lion in 1920. Should the recent decline 
in outstanding farm debt be continued, 
one problem of the last post-war period 
will be avoided: farmers will not be bur- 
dened with higher debts and hence they 
will be in a better position to withstand 
any deflation in farm prices, or any con- 
traction of markets for farm products. 


It is developments such as these debt 
reductions that will play an important 
role in facilitating the transition back to 
peace and can reduce the problems of 
post war adjustment if the people’s con- 
fidence in money is maintained and a 
rush of buying thus prevented from 
reaching boom-and-collapse proportions. 


Savings Bank Deposits Reach Top 


Record deposits and the first billion dol- 
lars of War Savings Bonds sold by mutual 
savings banks are reported for the first 
half year of 1943. Deposits in the six 
months gained by $483,748,579, bringing the 
total to $11,104,706,532. 
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$20 BILLION FOR SOCIAL SECURITY? 


Cost Appraisal of Proposals for Expansion of Coverage 
and of Services 


GERHARD HIRSCHFELD 
Research Director, Insurance Economics Society of America 


HETHER the ultimate cost of a 

compulsory system of social in- 
surance will be $10 billion a year or 
twice as much means a great deal to 
those who understand cost and 
prices and money in economic terms. 
But this is not necessarily true of the 
advocates of a broad and compulsory 
system of Social Security who inter- 
pret the cost in terms of social justi- 
fication. The businessman is in- 
clined to ask, “How much would it 
cost?”, because it is with this ques- 
tion that his every effort must begin 
so that the answer at the conclusion 
of his enterprise may be a satisfac- 
tory one. 

The social thinker is apt to differ. He 
may argue that great services will be 
rendered through social insurance. 
Health insurance would yield a return 
in better health; vocational training, in 
greater aptitude for employment; old- 
age insurance creates a feeling of secur- 
ity. For these and other reasons, he may 
say, the return should not be figured in 
immediately tangible form and, there- 
fore, the investment should not be con- 
sidered “cost.” 

With this argument the businessman 
may agree. The one thing he wants, 
however, is an idea of the cost, not a 
thesis on its nature. He may listen to 
erudite talk only to repeat in the end, 
“What will it cost?” 

A number of reasons would warn the 
more adventurous to be wary, if not to 
desist, from an attempt to estimate the 
ultimate cost of Social Security. (From 
here on, when speaking of Social Secur- 
ity, we mean the compulsory system.) 
We want to list two of these reasons, 


partly to call attention to the complex 
nature of the problem; partly, by citing 
the difficulties, to offer an excuse for 
undertaking a task which is guesswork 
based upon indications rather than an 
estimate based upon facts. 


Some branches of the proposed legis- 
lation, such as old-age insurance, will 
reach maximum cost only in 20 or 25 
years, others like vocational training may 
never be as costly as right after the 
present war. The large numbers of ex- 
soldiers, high school graduates, women 
factory workers, and others will need to 
be prepared for their places in the peace- 
time economy. With the peak levels of 
cost so far apart in time, it is obviously 
difficult to draw a reasonable average. 


The current cost of Social Security 
and related programs is fairly evenly 
divided between the Federal Government 
on the one side, and state and local gov- 
ernment on the other. If future increase 
in expenditures falls largely upon the 
Federal Government, as indicated in the 
“Delano Report,’”* how will this affect 
the cost? Will a broad, national system 
make for lower cost and a more econom- 
ical, because it is an unified, administra- 
tion, or will the creation of a vast federal 
bureaucracy make for waste, inefficiency, 
and the costly promotion of political in- 
terests? Will the states lose the author- 
ity to determine social rights and bene- 
fits, to the Federal Government, or will 
they have local control and supervision 
as regards social expenditures? Which- 


*That part of the report of the National Re- 
sources Planning Board which deals with the social 
picture, analyzes the purpose, scope and character 
of Social Security and makes recommendations for 
the establishment of a comprehensive and compul- 
sory system without, however, going into the ques- 
tion of financing, cost, and the general economic 
effect. 
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ever trend is realized, it is bound to affect 
the cost of Social Security. 

These two, out of a number of other 
considerations, may indicate the diffi- 
culty in reaching even an approximation 
of the cost, but the attempt seems justi- 
fied because: 

First, the Wagner-Dingell Bill** and 
the Delano Report contain enough pro- 
posals to facilitate speculation on the 
extent of the future social security 
system. Second, our government, feder- 
al, state, and local, spent in 1941 a total 
of $6.2 billion on social services of all 
kinds. This expenditure contains most 
of the services which, when elaborated, 
would make up the ultimate cost of the 
program. Third, the alternative, how- 
ever inadequate, is ignorance, and it 
would seem that the factor of cost is too 
important not to venture a guess, at 
least to stimulate discussion on one of 
the most important aspects of Social Se- 
curity. 


Old-Age, Survivors, and Retirement 
Pensions and Benefits 


HE largest item in the Social Secur- 

ity budget is old-age, survivors, and 
retirement pensions and benefits. In the 
fiscal year 1941, the total expenditure 
for these purposes was $1,046 million. 
The ultimate cost is expected to be more 
than seven times this amount, with the 
largest increase in old-age and survivors 
insurance. 

As the bureaucracy expands, it would 
affect the cost of public employee retire- 
ments, but this increase would concern 
largely federal employment and, even if 
doubled, the additional expenditure 
would probably not exceed $75 million a 
year. 


**The Wagner-Dingell Bill, which so far is only 
a bill and has received no legislative attention as 
yet, puts into concrete detail the broad recommen- 
dations of the National Resources Planning Board. 
Among other measures, it proposes to extend the 
Social Security program to 15 million persons now 
excluded; to include all soldiers after the war 
under unemployment insurance ; to set up a unified 
federal insurance system; to increase unemploy- 
ment and old-age benefits; to establish national 


health insurance; to provide benefits for tempor- ‘ 


ary and permanent disability; to increase Social 
Security taxes, now amounting to about $2 billion, 
by $6 billion a year. 
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Although soldiers insurance, now 
amounting to $70 billion, may lighten 
the immediate postwar outlay and may 
alter the form of compensation as prac- 
ticed after the last war, there is good 
reason to believe that the ultimate cost 
of veterans’ pensions and other forms 
of compensastion will be about $950 mil- 
lion annually, or double current expendi- 
tures. 


The future cost of old-age and sur- 
vivors insurance was estimated by the 
Board of Trustees of the Federal Old- 
Age and Survivors Insurance Trust Fund 
at an annual average of $3.1 billion in 
the period of 1971-75, and $4.1 billion in 
1986-90. These estimates were based 
upon the assumption that all retirements 
would take place at the average of 67% 
years and that only 32 million persons 
would be covered. However, the Wag- 
ner-Dingell Bill proposes eligibility at 
the age of 65 for males and 60 for fe- 
males. Since fully three-fourths of the 
total cost of the old-age program com- 
prises disbursements for old-age retire- 


ment protection and only one-fourth for 
death benefits, the change in the retire- 
ment limit would have an important ef- 


fect upon the final cost. Moreover, more 
than 40 million persons are now covered 
and the new bill would extend coverage 
to at least 15 million farm workers, 
domestic help, and others now excluded. 
In addition to these higher cost factors, 
the bill provides for increased benefit 
rates, the maximum being raised from 
$85 to $120, up about 40 per cent, and 
the minimum from $10 to $20 for single 
persons. Perhaps we should estimate 
the average increase in benefits at 50 
per cent. 


If the $3.1 billion estimate of the fu- 
ture cost by the Board was anywhere 
reliable upon the assumptions then taken, 
it follows that the different factors of 
higher cost which we have mentioned will 
make for an increase of more than 100 
per cent, and we think we are not over- 
stepping conservative bounds if we esti- 
mate the ultimate cost of old-age and 
survivors insurance 20 or 25 years after 
enactment of the bill at $6.2 billion. 
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Public Aid 


HE second major category is public 

aid, which may be divided into gen- 
eral public aid and special types of pub- 
lic assistance. The first consists chiefly 
of relief, the other of assistance rendered 
to dependent children, to the blind, to the 
aged, and to other needy persons. 


Total governmental expenditures on 
account of general relief amounted to 
$406.1 million in the fiscal year ended 
in 1941, all of which was by state and 
local government. The cost of relief in 
1941 was only about one-fifth of the max- 
imum cost, which was reached in 1935. 
While it is hoped that other social mea- 
sures, such as public works, vocational 
rehabilitation, old-age insurance, and 
others, will keep the need for relief at 
a minimum, it would be too much to 
expect that the need would be eliminated 
altogether. In fact, the Delano Report, 
which has not been sparing of other 
types of social recommendations, sug- 
gests that “in addition to adequate work 
and social-insurance programs, there 
should be a comprehensive general pub- 
lic assistance program. There should be 
a Federal grant-in-aid for general public 
assistance...” (p. 548) 


From this statement it may be deduced 
that the National Resources Planning 
Board foresaw a definite place for gen- 
eral public assistance, probably on a 
somewhat broader scale or on a higher 
level, or both, than was the case in 1941. 
In keeping our estimate of the postwar 
cost of relief down to $500 million a year, 
which is an increase of 25 per cent over 
the $406.1 million spent in 1941, we are 
guided by the hope that the other social 
measures will work successfully in hold- 
ing the cost of relief down to the approx- 
imate pre-war level. 


In 1941, a total of $714.4 million was 
spent for assistance for the aged, the 
blind, dependent children, and other 
needy persons. Of the total cost, state 
and local government bore approximately 
54 per cent. To judge from present in- 
dications, there will be a considerable 
increase in these special types of assist- 
ance. 
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A fully expanded system of social se- 
curity would provide for a considerable 
expansion of these specific types of 
assistance and our guess would be that 
the postwar expenditure would be at 
least 50 per cent over the $714.4 million 
spent in 1941. Accordingly, we fix the 
ultimate cost of assistance to the aged, 
the blind, dependent children, and others 
at about $1,100 million a year. Thus, the 
ultimate cost of public aid, which in 
1941 was $1,120.5 million, would be 
raised to approximately $1,600 million a 
year. 


Medical Care 


N the fiscal year ended in 1941, the 

government spent $863.4 million for 
medical care. It seems reasonably cer- 
tain that there will be a considerable 
expansion of hospital and other institu- 
tional facilities, as well as services on 
account of maternity and children, when 
the war is over. Probably large num- 
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bers of injured veterans will make for a 
substantial increase in hospital facilities, 
apart from the insistent demand on the 
part of the rural population for more 
hospitals in their respective areas. 

One of the war’s more depressing ef- 
fects will be the increase in mental 
illness and this will make for the expan- 
sion of mental institutions. Moreover, 
increased attention will be given to 
health supervision in the schools as well 
as in the armed forces. Larger funds 
will be appropriated for child health and 
welfare services. Crippled children will 
receive more elaborate treatment. An 
increase of at least 50 per cent over the 
$863.4 million spent in 1941 for similar 
services would seem likely, thus making 
it about $1,300 million a year. 


Health 


HE Wagner-Dingell Bill proposes a 
new activity, namely a system of 
medical and hospitalization insurance 


under which every eligible person would 
be entitled to receive general medical, 
special medical, laboratory, and hospital- 


ization benefits. Under the bill, practi- 
cally every employee or self-employed 
person earning up to $3,000 a year, as 
well as wife and children, would be eli- 
gible. 

The bill sets up a special fund (Sec. 
913), into which would be paid one- 
fourth of the 12 per cent tax collected 
from employers and employees, and three- 
sevenths of the 7 per cent contribution 
to be paid by all self-employed persons, 
apart from other revenue. 

On the basis of an annual average 
national income in the postwar period 
of about $100 billion, the payroll would 
amount to approximately $70 billion, of 
which the 12 per cent tax would take 
$8.4 billion. One-fourth of this would 
bring the total up to $3 billion a year, 
which may be taken as the ultimate cost 
of medical and hospitalization insurance. 


Permanent Disability 


MONG the recommendations of the 
Wagner-Dingell Bill are two addi- 
tional services, namely, provisions for 
permanent and temporary disability. The 
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bill provides benefits for permanent dis- 
ability ranging from a minimum of $20 
a month for a single person to a max- 
imum of $120 per month for a married 
person with dependents. 

In estimating the ultimate cost of per- 
manent disability insurance, attention 
may be called to the long-term aspect. 
Its benefits are calculated upon the same 
basis as old-age insurance benefits; this 
means that they start at a very low level 
and rise with the accumulation of credits. 
To our knowledge, no estimates of the 
ultimate cost of benefits have been pub- 
lished by the Social Security Board. But 
an approximate idea may be obtained 
from the following considerations. 

An average rate of $40 a month ex- 
tending over a period of, say, thirty or 
forty years may not be considered ex- 
cessive. As stated before, the proposed 
minimum is $20 a month per single per- 
son and the maximum $120 per married 
person with dependents. Since there are 
three times as many families as single 
persons, this $40 rate is probably low 
because it tends more toward the mini- 
mum rate for the single person. 

Government spokesmen have esti- 
mated the number of permanently dis- 
abled persons at 2.5 million. In esti- 
mating the cost, perhaps one should be 
more conservative and take a lower fig- 
ure, say, 2 million. (Veterans are omit- 
ted as they are considered under “Re- 
tirement Pensions” and “Medical Care.” 
Those entitled to benefits under “Work- 
men’s Compensation” are also excluded.) 

Of these 2 million, it is estimated that 
750,000 are in institutional care and 
another 250,000 are either past the 
retirement age or are children under 14 
years of age. This would leave about 1 
million permanently disabled persons to 
come under the provisions of the Wag- 
ner-Dingell Bill. At the aforementioned 
rate of $40 a month, we arrive at a bud- 
get for the permanent disability program 
of approximately $500 million a year. 


Temporary Disability 


ENATOR Wagner says: “Temporary 
sickness halts income just as tempor- 
ary unemployment does, but at present 





5. ™ Ww Ww om GF wee Fe *O.UCUCS 


_— t+ =~ 1 OO Pe eee oer! h lCUt 


CAPITAL MANAGEMENT 


neither the worker nor his family can 
draw benefits if he is physically unable 
to work.” Under the bill, maximum ben- 
efits of $30 per week are provided for 
wage earners, with a one week waiting 
period. They are limited to 26 times 
the weekly benefit in any one year. As 
under “Permanent Disability,” we ex- 
clude here veterans and those entitled to 
benefits under ‘“Workmen’s Compensa- 
tion.” Married women workers would 
be entitled to benefits equal to temporary 
disability payments for twelve weeks of 
maternity leave, in addition to the max- 
imum duration for disability benefits. 
There is a wide variation in the esti- 
mates concerning the number of eligible 
persons. Senator Wagner says: “The 
extent of the hazard may be gauged by 
the fact that in an ordinary year be- 
tween one-fourth and one-third of Amer- 
ican wage earners suffer one or more 
periods of disability lasting seven days 
or more.” This figure might include the 
permanently disabled and other ineligi- 
ble persons. On the other hand, it was 
stated in the Social Security Hearings 
before the House Ways and Means Com- 
mittee in February, 1939, that “about 
22,000,000 persons in this country are 
obliged to remain home from work at 
least 1 week during the year.” This 
estimate might include every disabled 
person, from children to the aged, and 
might not even mean 7 consecutive days. 
A conservative estimate of the num- 
ber of wage earners temporarily dis- 
abled for more than a week, would be 
one out of seven. With 35,000,000 wage 
earners we may have after the war, this 
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would give us 5,000,000 eligibles. The 
average duration of their illness may be 
calculated at 6 weeks, less 1 week deduct- 
ed for the waiting period, or 25,000,000 
weeks of temporary disability. An aver- 
age wage of $24 per week would entitle 
each of these persons to 50 per cent 
benefits on the first $12, and 25 per cent 
on the remaining $12, or a total of $9 
per week. The estimate is probably low 
and we round it up to an ultimate cost 
of $250 million a year. 


Maternity Benefits 


F 50,000,000 women in the country 
over 15 years of age, 15,000,000 are 
to be found in non-agricultural employ- 
ment. After the war, the number of 
all gainfully employed women will be 
reduced to perhaps 10,000,000. A pro- 
portionately higher ratio of women in * 
the childbearing ages, 17 to 44, is em- 
ployed than is true of other age groups. 
Moreover, more women are employed 
from among the lower income groups, 
and the birthrate is especially high in 
these groups. Hence, it may be assumed 
that about 500,000 of the births will 
occur in this group. The Wagner-Dingell 
Bill provides for 12 weeks of benefit 
payments. We take an average of 8 
weeks, assuming the average wage at 
$16 a week. This would give a weekly 
benefit rate of $7, or an ultimate cost of 
maternity benefits of $50,000,000 a year. 
Up to this point we have discussed 
those services which are understood to 
be an integral part of any broad Social 
Security program. Their estimated ulti- 
mate cost lines up as follows: 
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million 
Old-Age, Survivors, and Retire- 
ment Pensions and Benefits._.$ 7,700 
Public Aid and Assistance 1,600 
Medical Care 1,300 
Health Insurance 3,000 
Permanent Disability 500 
Temporary Disability and 


Maternity 300 


$14,400 


In addition to these more than $14 
billion for the purely social services, 
there are certain supplementary items 
which, while they are perhaps economic 
rather than social in character, are 
nevertheless considered indispensable to 
the establishment of a comprehensive 
program of full security for everyone. 
Among these services we count: 


Workmen’s Compensation 


HE Delano Report comments on the 
shortcomings of the present system. 
Not all the state laws are compulsory; 
numerous types of employment and sizes 


of firms are not covered; not all laws 
provide compensation for industrial 
diseases; provision for medical treat- 
ment is often inadequate, and the dura- 
tion of compensation is subject to lim- 
itation. 

In estimating the future cost of work- 
men’s compensation and to allow for 
the above adjustment, we add 10 per 
cent to the $276.8 million spent in 1941, 
making it $300 million a year. 


Unemployment 


NOTHER important phase of the pro- 

gram is unemployment compensa- 
tion. In 1941, the cost, including em- 
ployment service, railroad insurance, 
etc., was $525 million. The Wagner- 
Dingell Bill proposes to lengthen the 
period of benefits from 16 to 26 weeks, 
and this may be extended to a maximum 
of 52 weeks. 

In the decade, 1931-1940, unemploy- 
ment averaged 9,538,000 annually, or 
about 19 per cent of the labor force of 
50 million. In the five years, 1936 to 
1940, incl., it averaged 8,425,000, or 
about 17 per cent of our labor force. In 
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1941, the last pre-war year, unemploy- 
ment averaged about 5,500,000, or 10 
per cent of the labor force which then 
approached 55 million. 

Moreover, the extension in the dura- 
tion of benefits will make for a consid- 
erable increase in the cost of unemploy- 
ment insurance. However, inasmuch as 
wide employment is now generally re- 
garded as essential for the operation of 
a comprehensive social insurance pro- 
gram, it is assumed that in the long 
run the government, with the coopera- 
tion of private enterprise, will success- 
fully hold postwar unemployment down 
to the essential minimum. We estimate 
conservatively that expenditures will 
not be more than $750 million or double 
the amount spent in 1941 for unemploy- 
ment compensation. 

In addition, under the Wagner-Ding- 
ell Bill, the Bureau of Employment Se- 
curity would be changed to a national 
system of public employment offices. 
The establishment of such a national 
organization would make for a far more 
complete and comprehensive service 
than what we have at present, and we 
estimate that it would cost perhaps 
twice as much, or about $300 million. 
This would make the ultimate cost of 
unemployment compensation and em- 
ployment service about $1,050 million a 
year. 


Free School Lunch and Food 


HIS item is contained in the recom- 

mendations of the National Re- 
sources Planning Board. We have about 
21 million school children between the 
ages of 5 and 15, inclusive. While some 
of those over 15 would take the free 
lunch, the younger children have school 
only in the morning; others would pre- 
fer their private sandwiches. Perhaps 
one-third the number of children should 
be omitted, leaving 14 million eating 
free lunch. Assuming that the lunches 
could be provided at an average rate of 
$.10 per child and that there are 180 
days in the school year, the cost would 
amount to $250 million a year. 


N 1941, we spent $170.3 million to 
distribute surplus commodities. ‘The 
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Delano Report recommends that “the 
direct distribution of commodities 
should be discontinued and replaced by 
the stamp plan, and the scheme should 
be available not only to recipients of 
public aid but to the entire low-income 
population.” (p. 521) 


Inasmuch as the distribution of sur- 
plus commodities depends upon the exis- 
tence of farm surpluses and inasmuch 
as we are likely to have such surpluses 
increasingly as the rest of the agricul- 
tural world gets back to normal produc- 
tion, there would probably be an in- 
crease in this type of expenditure. How- 
ever, for the purpose of avoiding a too 
liberal interpretation of the cost in- 
crease, we prefer to leave the cost un- 
changed, at about $175 million. 


Public Works 


LTHOUGH public works are not an 

integral part of the original Social 
Security plan, it seems safe to say that 
they promise to be one of the major 
items of expense in our postwar social 
organization. The Delano Report states: 
“Government should provide work for 
adults who are willing and able to work 
if private industry is unable to do so” 
(p. 491). 


Public works after the war, as during 
the depression, will be for the purpose 
of taking up the industrial slack, of 
absorbing unemployment, of helping to 
stabilize the. national economy. It is 
one item, however, whose future cost 
cannot be estimated. Since ifs inception 
in 1935, the Works Projects Administra- 
tion spent a total of $10.5 billion, or an 
annual average of $1.3 billion. In the 
fiscal year of 1941, federal, state and 
local expenditures for the Works Pro- 
jects Administration were $1,832.5 mil- 
lion. In the immediate postwar years, 
the cost may be two or three times as 
large, and even more. The frequently 
heard assertion that if we spend billions 
for war work we can spend billions for 
postwar work tends to make for an in- 
creased cost. On the other hand, as en- 
terprise, private as well as public, gets 
back to its peacetime function, public 
works expenditures may decline. 
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In guessing the cost of public works, 
we have assumed an annual average of 
$3 billion, well aware that the actual 
cost may turn out to be as low as $2 
billion or as high as $5 billion a year. 


Youth Programs 


| paws public works, youth programs 
may be expected to form an impor- 
tant part of our social order in the post- 
war era. . 

In the fiscal year of 1941, the govern- 
ment, mostly federal, spent on CCC, 
NYA, and other agencies a total of 
$367.1 million. After the war, the need 
for these educational and vocational 
programs will be much greater than was 
the case in 1941 because men discharged 
from the armed forces and those now in 
war industry will have to be retrained 
for competitive work. It would not seem 
excessive, therefore, if youth programs 
were estimated to cost about $750 mil- 
lion, or double the cost during the fiscal 
year of 1941. 
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SUMMARY OF THE FULL ESTIMATE 


Cost in fiscal year Estimated ultimate 


Type 


Old-Age & Survivors 

Railroad Retirement 

Veterans’ Pensions 

Public Employee Retirement & Disability 


EEE ae ace aoe en 


Relief 
Assistance 


PUBLIC AID 
Medical Care 


Permanent Disability 
Temporary Disability 
Maternity 

MEDICAL CARE 


SOCIAL SERVICES 


Workmen’s Compensation 


CS EEE ne ae 


School Lunch 
Surplus Commodities 


Public Works 
Youth Programs 


NON-SOCIAL SERVICES 


GRAND TOTAL 


The estimated ultimate cost of the 
Social Security program, as it is now be- 
ing considered by the government, is 
thus about $20 billion a year. The exact 
amount will vary depending upon what 
kind of a program we shall adopt and 
upon its coverage. The two pillars 
upon which our estimate rests are the 
actual expenditures on social services 
in the fiscal year of 1941 and the pro- 
posals and recommendations, respective- 
ly, of the Wagner-Dingell Bill and the 
Delano Plan. 

An additional factor is that the early 
postwar era may well see an eagerness 
on the part of the people and a willing- 
ness on the part of the government to 
catch up on Social Security, which has 


ended in 1941 
millions 


cost per year 
millions 
$6,200.0 
125.0 
950.0 
425.0 


500.0 
1,100.0 


1,300.0 
3,000.0 
500.0 
250.0 
50.0 


5,100.0 


$14,400.0 


300.0 

1,050.0 
250.0 
175.0 


425.0 
3,000.0 
750.0 


$5,525.0 


$19,925.0 


lagged behind developments in foreign 
countries, ‘at an accelerated rate. And, 
though caution counsels us to include a 
10 per cent margin for errors and varia- 
tions, reducing our grand total to $18 
billion a year, we might not leave the 
basis of realistic appraisal if we should 
accustom ourselves to the idea that So- 
cial Security may cost us in the future 
three times what it cost us just before 
we entered the war. 

In weighing the desirability of this 
program, the problem of financing such 
a huge expenditure must be given pri- 
mary consideration and attention must 
be devoted to the question of its impact 
upon the economic activity of the indivi- 
dual no less than of the nation. 
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Social Security and Incentive 


APITAL—a word which is anathema 

to the theorist—is simply, as has been 

well said, only “saved labor.” A man 

doesn’t spend all he earns, and capital, 

which always starts in a small way, comes 
into being. 

Now it is proposed that the governments 
should institute plans to assure security to 
all, and we should be careful to see that 
such plans do not hurt worthy classes or 
reduce individual effort. It seems likely 
Canada will be urged to adopt something 
along the lines of the plan to which Bev- 
eridge of England has given a concrete 
form. Before committing ourselves to any 
wholesale scheme, it is prudent to consider 
if it will be worth what we pay for it? 

It is difficult to figure the cost but it has 
been reported that it might be $65. a head 
per year; this will mean $715 million for 
Canada annually, which is more than the 
total expenditures of government apart 
from war. This scheme would mean an- 
nual contributions as follows:— 

Individuals $198,000,000. say 28% 

Employers 143,000,000. ” 20% 

The State 374,000,000. ” 52% 
At first glance the individual might think 
he will get $100. benefit from an expendi- 
ture of $28. This of course is a complete 
fallacy; the employer must increase the 
price of the goods he sells to the individual 
by $143 million; the government must col- 
lect from individuals their contribution of 
the $198 million which many of them will 
come to look upon as a tax, and must raise 
by taxation the $374 million it contributes; 
it can get money in no other way. 

More important still is the question, if 
we have security will the incentive to ef- 
fort survive? I venture to think that his- 
tory shows a sense of security always 
sounds the death knell of effort and pro- 
gress. 

Our business as trustees is to look after 
those who are often overlooked in social 
planning—the widows and orphans of men 
who had the courage to save for their own 
and their families’ sake. Higher taxation 
and lower interest rates mean smaller re- 
turns from savings. Necessary in wartime, 
these hit hard the inarticulate people — 
widows and orphans; they have no union 
to protect them and no voice to speak for 


them. 
HUNTLY R. DRUMMOND, recently president 
of the Royal Trust Company, Montreal, Canada, 
in remarks at 1943 Annual Meeting. 


“Mustering-Out” Security 


1. Mustering-out pay to every member 
of the armed forces and merchant marine 
when he or she is honorably discharged— 
large enough in each case to cover a rea- 
sonable period of time between his dis- 
charge and the finding of a new job. 

2. In case no job is found after diligent 
search, then unemployment insurance if the 
individual registers with the United States 
Employment Service. 

38. An opportunity for members of the 
armed services to get further education or 
trade training at the cost of their govern- 
ment. 

4. Allowance of credit to all members 
of the armed forces, under unemployment 
compensation and federal old-age and sur- 
vivors’ insurance, for their period of ser- 
vice. For these purposes they should be 
treated as if they had continued their em- 
ployment in private industry. 

5. Improved and liberalized provisions 
for hospitalization, rehabilitation and med- 
ical care of disabled members of the armed 
forces and merchant marine. 

6. Sufficient pensions for disabled mem- 
bers of the armed formes. 


—President Roosevelt, in radio address, 
28, 1943. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


INFLATION: THE ALTERNATIVES 


Digested from The New York Times, July 24, 1943 


HERE is only one basic way to pre- 

vent inflation. This is to siphon off 
the excess purchasing power in the hands 
of the public and put it into the hands 
of the Government for its war expendi- 
tures. 

This siphoning-off process can be part- 
ly in the form of taxation and partly in 
the form either of persuading or forcing 
people to put real savings into Govern- 
ment securities. Such an achievement is 
possible only if the tax program is both 
well considered economically and courag- 
Mere class taxation can 


eous politically. 
never do the job; we must depend upon 
mass taxation. 


If this basic program is followed, the 
other problems of inflation become relative- 
ly simple. Government controls can be kept 
at a minimum. It would be necessary to fix 
the prices, at most, of only a few selected 
basic commodities. The rest could safely be 
left to the law of supply and demand. There 
could be no substantial general rise in the 
price level, because the excess purchasing 
power would not exist to force the price 
level up. For the same reason there would 
need to be no substantial general rise in 
the wage level. 

But if this basic program of siphoning off 
excess purchasing power is not followed, or 
followed only timidly and very inadequately, 
then the problem of inflation becomes vir- 
tually insoluble. The attempts to solve it 
can only drive us further and further into 
regimentation, which hampers production. 

* od co 

Let us look at the process by which this 
is brought about. With excess purchasing 
power continuing to pour into the spending 
stream, we begin, let us say, by fixing the 
prices of a few basic commodities. But as 
these commodities are kept below the prices 
to which the free operation of supply and 
demand would bring them, the result is that 


more of these goods are bought up than can 
be supplied. The result is that the shelves 
are soon bare of these goods. To prevent 
this the Government is forced to ration these 
goods, with all the red tape and regimenta- 
tion that this implies. 


But this is simply the first stage. The ex- 
cess purchasing power still exists. Only a 
very small portion of it is allowed to go into 
the rationed commodities. Less of it, in 
fact, goes into the rationed commodities for 
the very reason that their prices are held 
down below what the forces of supply and 
demand would otherwise send them to. But 
this simply means that there remains un- 
spent all the more excess purchasing power 
to buy the goods that remain. This tends 
to send these remaining goods soaring in 
price even more than otherwise, because of 
the goods whose prices are already held 
down by Government decree. To stop this 
the next step of the Government is to fix 
these prices also. But these goods too are 
soon exhausted through an excess of con- 
sumers over suppliers. Therefore the al- 
ternative must be to ration these goods in 
turn. The tendency, therefore, is toward 
universal rationing. 


But this brings us to the third stage. 
Universal rationing implies immensely more 
control than most people realize. We are 
fixing the prices of nearly all civilian goods 
below the level to which supply and demand 
would naturally bring them. This means 
that we must also fix salaries and wages 
below the level to which the play of supply 
and demand would otherwise bring them. 
We cannot freeze retail prices and allow 
wages to soar. The only effect of this would 
be to wipe out the profits of the marginal 
producers and to force them to produce at 
a loss; the eventual result would be to put 
more and more producers out of business 
and to bring about a greater and greater 
contraction, in production and in supplies of 
goods as wages got beyond prices. If prices 
are frozen, wages must be frozen. 
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What happens when we freeze salaries 
and wages? Weare, by hypothesis, keeping 
wages below the level to which a free mar- 
ket would send them. Now this means the 
same for labor as it means for goods. There 
will be a greater demand for labor than the 
supply. This pressure will be felt not only 
among skilled workers but in lower paid 
lines. These will be offered higher wages 
by other lines of business whose capacity to 
pay wages is greater, and whose frozen 
wage rates are higher, than those of the 
low-wage occupations. There will be a de- 
mand to break the ceilings for the low-wage 
groups. It will be argued that farms or 
laundries are essential occupations, and that 
only a wage rise can keep workers in the 
laundries or on the farms. 

But this argument will meet two difficul- 
ties. To pay higher wages in these lines 
will necessitate raising laundry prices, or 
food prices, or the prices of whatever it is 
that these workers help to produce. This 
would merely be the beginning of a general 
break-through of price ceilings. Moreover, 
if one line of industry is allowed to pay 
higher wages to hold or attract workers, all 
wages would start racing toward the maxi- 
mum. This brings us to our next stage. 
Just as the inevitable corollary of maximum 
price-fixing is rationing of goods, so the in- 
evitable corollary of maximum wage-fixing 
is rationing of labor. 


So the final effect of retail commodity 
price-fixing and rationing must be wage- 
fixing and rationing of labor, the chief fac- 
tor in production. But labor is only one of 
the factors in production. If retail price- 
fixing and rationing are to work, then all 
other factors of production must likewise be 
price-fixed and rationed. 


If we are to attempt to control postwar 
inflation as we control war inflation, while 
excess purchasing power still exists or in- 
creases, then we must continue to have Gov- 
ernment control, rationing and allocation of 
all raw materials. When we arrive at such 
a situation industry is in a governmental 
strait-jacket. We cease to have a situation 
in which the inefficient producers contract 
and the efficient producers expand. We 
cease to have a situation in which goods are 
made to supply the demands of consumers. 
Goods are made only under Government 
direction. 

If we do not siphon off excess purchasing 
power by an adequate taxing program, in 
short, we must be driven step by step into a 
tighter and tighter regimentation, ending 
in a state of affairs difficult to distinguish 
from totalitarianism. 
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THE TREASURY'S VIEWS ON TAXES 


RANDOLPH E. PAUL 
General Counsel for the Treasury Department 


HEN citizens have money incomes 

of $150 billion and only about $85 
billion worth of goods to buy, it is ob- 
vious that they have an enormous tax- 
able capacity—far more than the $20 bil- 
lion of present personal taxes will absorb. 
A rigorous standard of anti-inflationary 
war finance, aimed at the most stringent 
control of wartime and postwar inflation 
consistent with effective prosecution of 
the war, would require absorbing in taxes 
the maximum amount possible without 
deflation, leaving citizens with enough to 
buy the $85 billion worth of consumption 
goods plus enough to provide liberally 
through saving for the security of their 
families—say $20 billion. Incidentally, 
it would also aim to absorb all the per- 
mitted savings into war bonds, and to 
tie them down so that there would be no 
danger of an ill-timed burst of inflation- 
ary spending at the end of the war. 


Setting tax goals so high, however, would 
call for a very carefully designed tax sys- 
tem, which would trim off all the fat of ex- 
cess spending power without cutting into 
the lean of justifiable expenditures and 
necessary savings. Our actual tax goals 
are set a good deal below those of a per- 
fectionist standard; and even so we must 
design our taxes carefully to avoid doing 
serious damage. As we increase the weight 
of the levy we must be more careful to tail- 
or it to individual situations. 


Given the constitutional barrier to Fed- 
eral taxes on property, we have a rather 
limited range of revenue sources. We can 
tax: 


. Sales of commodities; 

. Corporation profits; 

. Estates and gifts; 

. Personal incomes (taking the term 
broadly to include possible taxes on 
“eross income,” payrolls, etc.) or 
spendings from those incomes. 


From address before the Federal Bar Associa- 
tion of New York, New Jersey, and Connecticut, 
June 30, 1943. 


Some combination of these taxes must be 
made to do the job. 


A Sales Tax 


The arithmetic of the situation shows that 
sales taxation could not solve our whole 
revenue program. The gross yield of a re- 
tail sales tax of 10 percent would not much 
exceed $5 billion; and the actual net gain 
to war finance would be much smaller than 
that figure might suggest. 

The Treasury’s opposition to general sales 
taxation has always been based largely on 
the fact that such taxation bears hardest on 
low-income consumers with large families. 
There are several additional arguments of 
coldly practical character which seem to me 
to make a conclusive case against general 
sales taxes: 


(1) With the sole exception of payroll 

taxes dissociated from benefits, sales 
taxes are more likely than any other 
taxes to produce an irresistible drive 
for higher wages and farm prices. 
A retail sales tax is a big job ad- 
ministratively. 
While the first drawback could be 
mitigated by exempting some com- 
modities, to do so would make the 
second problem yet more serious. 


For these reasons the Treasury believes that 
a general Federal sales tax is not worth 
while—strictly as a matter of cold-blooded 
practical calculation. 

There is a good deal of room for increas- 
ing excise taxes. The collection machinery 
is already in operation and the public is un- 
doubtedly prepared to accept further taxes 
on “luxuries”—and to accept wartime defini- 
tions of “luxuries’”—without expecting to be 
compensated by increases in money incomes. 
Revenue possibilities here are considerable; 
making our excises really drastic might very 
well bring in two billion. But the bulk of 
the war revenue problem must be solved 
entirely outside the sales and excise tax 
fields. 


Corporate Levies 


The Congress and the Administration 
have been as one in wishing to prevent any 
corporation from reaping excessive war 
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profits. On the whole we have been more 
successful here than in other fields of taxa- 
tion. Out of a total rise of about $14 bil- 
lion in corporation income before taxes from 
1939 to 1942, over 75 percent is accounted 
for by increased tax liability and less than 
25 percent by increased corporate net in- 
come. For 1942 corporate net income ag- 
gregated $7.4 billion; and tax liabilities were 
much greater than that amount. 


Some further revenue can probably be 
obtained from corporate profits. But there 
is no use hoping to raise enough from this 
source to make a very large dent in total 
revenue requirements. Net corporate profits 
after taxes were less than $7% billion in 
1942, and will probably not be much greater 
in 1943. 


Estate and Gift Taxes 


There are serious drawbacks to treating 
estate and gift taxes as emergency meas- 
ures. Changes in rates do not bring in extra 
revenue very quickly. If high emergency 
rates are to be repealed at the end of hos- 
tilities, the result is a powerful discrimina- 
tion against the heirs of people who hap- 
pen to die during the war. Increases in the 
rates of estate and gift taxes should be 
studied from the standpoint of permanent 
desirability. The wartime peak in revenue 
needs should not be used to justify deciding 
to levy such increases; though it does point 
toward making all desirable increases now 
rather than later. 

The case for Social Security taxes on pay- 
rolls is somewhat similar to that for estate 
and gift taxes. The character and scale of 
Social Security changes must be decided on 
Social Security grounds. Revenue consid- 
erations should not be allowed to influence 
anything but the timing of the changes; 
though if those changes as a by-product 
bring in extra revenue it will be decidedly 
welcome. 


— Leaving Personal Incomes 


The above revenue sources add up to only 
a fraction of the nation’s requirements. This 
means that the greater part of the tax 
revenue we need must be drawn from per- 
sonal incomes—a fact which should not sur- 
prise us since the root cause of the inflation 
problem is that personal incomes are over- 
expanded relative to consumption goods 
supplies. 

In 1942, personal income after payment 
of all personal taxes amounted to $109 bil- 
lion, out of which citizens spent $82 billion 
and saved $27 billion. In 1944 income before 
taxes will clearly exceed $150 billion, and 
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the amount consumers can spend without 
pushing up prices will be very little if at all 
above 1942 expenditures. Could citizens 
make shift somehow with an income after 
taxes of $10 billion higher than in 1942? It 
is pretty obvious that they could. Well, if 
so, they could bear at least $30 billion of 
personal taxes. 


But just as with corporation taxes, there 
is much to be said for combining action to 
increase revenue with a measure of tax re- 
lief. The taxpayer’s earnings and other in- 
come give only a first approximation to the 
amount on which we can fairly ask him to 
pay taxes. Subtracting our present exemp- 
tions and deductions gives a second approxi- 
mation which has proved reasonably satis- 
factory in a period of low tax rates. As 
rates rise, we should look for ways of pro- 
tecting taxpayers whose working and living 
conditions subject them to special burdens. 
There is also a strong case for giving relief 
in consideration of non-inflationary uses of 
funds. This was the aim of the “spendings 
tax” proposal brought forward by the Treas- 
ury last year: the spendings tax would be 
essentially a supplementary income tax un- 
der which relief would be granted for 
amounts of income put to such uses as war 
bond purchases, life insurance or repayment 
of debts. 


Institute on Federal Taxation 


The second session of New York Uni- 
versity’s Institute on Federal Taxation will 
be held from September 20 to 29. The 
scheduled topics include: Profit Sharing and 
Pension Trusts, Tax Problems of Banks, 
Corporate Trustees’ Problems, Estate Plan- 
ning, Invested Capital Problems, and Ex- 
cess Profits Taxes. 
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FREEDOM OF ENTERPRISE — THE FIFTH FREEDOM 


Digested from New England Letter, First National Bank of Boston, June 30, 1943 


| preamp of enterprise is the key- 
stone of all freedoms as it provides 
opportunity for the individual to develop 
according to his capacity and to receive 
rewards, under competitive conditions, in 
accordance with his contribution to so- 
ciety. The release of individual energy 
and initiative under such a constructive 
stimulus is the key to progress. It is the 
secret of the unmatched achievement of 
the American system. Free enterprise 
provides opportunity for the fullest ex- 
pression of the human spirit and indivi- 
duality, when accompanied by a sense of 
duty and personal responsibility to the 
social order. Without the freedom of en- 
terprise, the Atlantic Charter Four Free- 
doms, as well as all others, would dis- 
appear virtually overnight. For the only 
alternative to individual enterprise is col- 
lectivism, the very nature of which de- 
stroys all freedoms in its demand that 
the people give undivided allegiance to 
an all-powerful State. 


It is highly significant that practically all 
modern progress has been initiated under 
private enterprise in liberal democracies. 


The greatest menace to an advancing civ- 
ilization is the paternalistic spirit of the 
Government, which has been greatly aggra- 
vated during the past decade. The advance 
of society and the growing complexity of 
our economic system have naturally been 
accompanied by a growth in Government 
services, such as schools, roads, health, and 
protection of life and property. But beyond 
these basic services there have prevailed, 
even in peacetime, multitudinous bureaus 
and commissions engaged in the regulation 
of industry, agriculture, labor, commerce, 
and finance, as well as a steady invasion into 
the field of private enterprise. We have 
reached the stage where the individual is 
encouraged to pack up his troubles and 
leave them at the doorstep of Uncle Sam. 
Such a policy not only has a demoralizing 
effect upon the people, but places a terrific 
strain on our economy. 


When a government plays the part of 
Santa Claus to its people, the impression is 
given that the money comes from some 
mysterious source, like manna from Heaven. 


But the hard facts are that a government 
creates no wealth or income, but distributes 
money that it has collected from the tax- 
payers or from the sale of its securities 
which, in turn, constitute a mortgage on 
future income. Paradoxical as it may seem, 
the more a government borrows from the 
people, the greater control it has over their 
destiny. 

Every special favor asked of the Govern- 
ment for protection against the vicissitudes 
of life—whether it be by labor, farmers, 
businessmen, bankers, or _ professional 
groups—imperils the liberty of all the peo- 
ple. With Government aid goes Government 
control, and unless checked there grows up 
a Frankenstein bureaucracy that saps the 
vitality of the country. So while bureauc- 
racy marches forward under the banner of 
liberty and democracy, it leads the people 
toward complete regimentation. 

In return for the surrender of one’s 
liberty, the State would provide employment 
and subsistence of a sort. But a person 
would be forced to accept the job offered, 
and there would not be the opportunity for 
advancement that has prevailed in this coun- 
try, nor for one’s children to improve their 
lot. This, then, is the price that is paid 
when free men barter their independence 
for Government bread. 


The danger is not that the American peo- 
ple would deliberately choose the road of 
regimentation, but rather that a large part 
of our population may be deluded by the 
demagogues into believing that the Govern- 
ment can guarantee them security and an 
abundant life without working for it. The 
resultant burden of such an undertaking 
would be so crushing that private enterprise 
would break down and the Government 
would take over control. 


Any change in the essentials of our eco- 
nomic system is a backward step toward 
communism and state socialism. But it is 
inevitable that when a country has swung 
to the extreme of state socialism, there is 
only one direction in which it can go in 
order to survive, and that is back toward 
the principles underlying private enterprise. 
Russia, which embodied all the principles 
of communism with the establishment of a 
classless society and its doctrine of provid- 
ing for each according to his needs, found 
this to be true. In her desperation, to stave 
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off wholesale starvation before the war, Rus- 
sia was compelled to revamp her system 
and to adopt the method of “differential 
rewards,” with the consequence that in the 
pre-war period there was much more of a 
spread in wages between the skilled and un- 
skilled workers than in this country. ‘So in 
little more than two decades, after having 
gone the whole distance of communism, 
Russia was again headed toward the prin- 
ciples of private enterprise. 
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In the forefront of our objectives for the 
postwar period must be freedom of produc- 
tion, for this is the source of jobs for the 
workers, income for industry and revenue 
for the Government. Our resources and 
facilities should be put to the fullest use, 
and men of enterprise and vision should be 
given the incentive to embark upon risk- 
taking ventures so that we may build a 
dynamic economy, with its accompaniment 
of economic and personal freedom. 


WHO IS BUYING GOVERNMENT BONDS? 


Digested from Federal Reserve Bulletin, July 19438 


UBLIC debt increased by 64 billion 

dollars in the fiscal year just ended, 
compared with 23 billion in the previous 
fiscal year. Of this amount 58 billion 
dollars was used to meet the Treasury’s 
requirements and the remaining 6 billion 
increased the general fund balance. 


In the Government’s current financing 
policy the most important objective is to 
place the largest possible amount of securi- 
ties with nonbanking investors and particul- 
arly with individuals who purchase the se- 
curities from current income. This policy is 
a significant contribution to the Govern- 
ment’s fight against inflation. 


During the past fiscal year, individuals, 
private trust funds, partnerships, and cor- 
porations, other than banks and insurance 
companies, added 24 billion dollars to their 
holdings of Government securities, compared 
with 11 billion dollars in the previous fiscal 
year and only a little over a billion dollars 
in the fiscal year 1940-41. When to this 
total are added the increased holdings of in- 
surance companies, mutual savings banks, 
and Government agencies, the amount of 
debt absorbed by nonbanking investors was 
about 33 billion dollars. Purchases by non- 
financial corporations, which in previous 
months had built up large cash balances 
from retained earnings and unused reserve 
funds, were especially large during the April 
war loan drive. Commercial bank holdings 
increased by 25 billion dollars during the 
past 12 months, compared with 6 billion dol- 
lars in the previous fiscal year, and Federal 
Reserve holdings increased by 5 billion. In 
the second half of the fiscal year the in- 
crease in total commercial bank and Federal 
Reserve holdings was about 11 billion dol- 


lars, 40 per cent of the total increase in the 
debt, compared with 18 billion, over 50 per 
cent of the total in the preceding six months, 
It is an important development in the period 
that banks decreased their purchases, while’ 
other investors bought about the same 
amount in both periods, increasing their 
proportion of total amount offered. 


Among individuals, private trust funds, 
partnerships, and corporations, the largest 
increases in holdings, aside from savings 
bonds and tax notes, were in certificates, 
which probably went largely to corpora- 
tions, and in bonds, which probably went 
largely to individuals and private trust 
funds. Insurance companies and mutual 
savings banks showed increases principally 
in long-term bonds. 

Federal Reserve transactions in Govern- 
ment securities during the past fiscal year 
were for the purpose of facilitating the 
financing of the war. In order to provide 
banks with additional reserves to serve as a 
basis for purchases of Government securi- 
ties, the System added to its total holdings 
and, for the purpose of maintaining different 
types of securities in a reasonable relation- 
ship to each other, it bought and sold indi- 
vidual issues. 


Unidentified Graduate Identified 


After the July issue went to press, we 
learned the identity of the G. S. B. graduate 
shown in the group photograph of trust 
‘majors on page 38. He is John V. Trum- 
pore, trust officer of The Plainfield (N. J.) 
Trust Company. We are pleased to supply 
this omission, with apologies to Mr. Trum- 
pore for not recognizing him. 
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POST-WAR EMPLOYMENT 


JULIUS HIRSCH 
Head of Germany’s Price Control Board in World War I 


Digested from Barron’s, July, 19 and 26, 1943 


UCH of the post-war planning in 

and for the United States has a 
dreamlike and unreal quality. Since 
1929, we have never succeeded in re- 
moving peacetime mass unemployment. 
The spectre of another period of mass 
unemployment is the nucleus of all 
other problems. The question arises: 
Can the war labor and military forces 
of 1943 be employed in the post-war 
years? 

An optimistic group of planners, seem- 
ingly the majority, has a simple faith that 
the answer is yes. Most of these post-war 
optimists state their case on the basis of the 
consumer purchasing power which is being 
stored up during the war, and secondly, 
upon the task of world-wide reconstruction 
which lies ahead. 

It is true that in the United States at 
least we shall have a tremendous reservoir 
of consumer purchasing power built up by 
the time the war ends. This is indicated by 
the current rate of personal savings, which 
—despite the highest taxes in history—may 
exceed $40 billion in 1943, seven times the 
amount saved in 1939. 

There is no doubt that the resulting “re- 
plenishment boom” will be intense. The will 
to enjoy life again—to buy, travel and spend 
freely as one chooses—will dominate all 
other considerations immediately after a 
bloody war. As a result, the employment 
problem will not be pressing on Armistice 
Day nor for some ten to twelve months 
thereafter. 

As part and parcel of this replenishment 
boom, the reconversion of industry will de- 
mand all available hands—and American in- 
dustry is already more prepared for recon- 
version than most people think. In addi- 
tion, the first urgent demands of foreign 
nations for American commodities will be 
filled—although, once again, it is probable 
that these requirements have been greatly 
overestimated. 


How Long Will It Last? 


The real problem begins with the ques- 
tion, how long will this period of replenish- 
ment last? The Brookings Institution puts 


it at two years or so. I suspect, however, 
that it may be considerably shorter, mainly 
because the productive power in Europe has 
risen to a degree which almost insures that 
its reconstruction this time will be much 
quicker and more efficient than last. 

Irrespective of the length of this replen- 
ishment boom, however, what then will fol- 
low? Will it automatically be succeeded 
by a high degree of prosperity and employ- 
ment? Or will it of necessity be a prosper- 
ity of our own making, obtained only after 
hard work and effort? 

The reason it will be hard is that we shall 
have, to begin with, a much greater ability 
to produce than to consume. It will not be 
difficult after the war to produce a volume 
of civilian goods equal to that of 1939 or 
1940. But a production volume equal to 
that of 1939 will certainly require the ser- 
vices of considerably fewer persons than it 
did in 1939. 

In agriculture, for example, production 
per occupied person has increased by one- 
third over the 1935-39 average. In the war 
industries, the average increase may be be- 
tween 50% and 70%. And in some indus- 
tries, like aircraft, the increase is much 
higher. 

In addition, new investments in war plant 
facilities have been made during the war 
period which are estimated to equal fifteen 
times the amount invested in the peacetime 
automobile industry. Allowing for a loss 
of fully half of these new war plants, there 
will still be an increase, over 1939, of be- 
tween 33144% and 50% in the productive 
capacity of manufacturing industries after 
the war. A good part of this increase will 
be traceable to technological improvements 
within industries and not simply to the new 
plants which have been created and will 
survive the war. 

While a labor surplus of between eight 
and ten million people was never absorbed 
in any single one of seven peacetime years 
after 1929, the problem after the war will 
be to absorb a number perhaps up to double 
that figure! 


Where Will Jobs Come From? 


The answer, then, is to create more jobs. 
But where? Running down a list of indus- 
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tries, we find two broad classes shaping up, 
those likely to use more manpower in post- 
war years than in 1939, and those which are 
not, likely to show much, if any, gain. 

Business lines unlikely to take more man- 
power include: agriculture, distribution and 
finance, service trades, transportation, ex- 
tractive industries, non-durable consumers 
goods. 

Hope for more jobs centers mostly around 
the automobile, construction, refrigerator, 
air conditioning, radio, airplane, and tele- 
vision industries. Undoubtedly, some of 
them do have a great future. But will they 
be able to employ millions—or hundreds of 
thousands—of additional labor during the 
critical four to six years after this war? 


If we try to sum up the evidence, we find 
that the obvious avenues of post-war em- 
ployment expansion are not very numerous. 
The following industries are likely to lose, 
rather than gain, employees, or at best to 
maintain their 1939 totals in the post-war 
decade: 


Agriculture will lose perhaps % to % 
million and perhaps considerably more. 

Shipbuilding and mining will probably 
lose. 

Distribution, finance, most non-durable 
consumers’ goods, services, and export 
trades will probably remain about stable. 


Against these we have a potential major 
employment expansion as follows: 


Automobiles for some years—1/5 to 
% million. 

Construction—% to 1 million. 

Airplanes, including services connected 
therewith—\% million, perhaps more. 

Farm land and similar betterment—1 
million. 

Education—% million (perhaps). 

New industries and industries using 
new materials—? ?. 


These figures do not add up to the totals 
needed to supply jobs to 14 million or so 
more persons than in 1939. 

The greatest hopes for additional employ- 
ment center around airplanes, water power, 
health services, construction—all of which 
range from being state controlled to partly 
state-subsidized. The private areas in which 
new employment can confidently be expected 
—with the means used before this war— 
appear restricted. 


Three-Way Compromise 


Full productive employment after the war 
may not be achieved simply by hoping our 
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pre-war industrial structure can do the job 
alone. On the other hand, a completely reg- 
imented economy, to achieve the same goal, 
is repugnant to our way of life. And lim- 
itless expansion by government expendi- 
tures can lead only to disastrous, runaway 
inflation. 

It appears, therefore, that a compromise 
may be needed, involving three general 
kinds of employment. These are (1) fully 
productive labor provided by private indus- 
try, (2) quasi-productive labor employed by 
the Government—federal, state or local—on 
public works similar to those provided by 
the PWA and the WPA, and (3) unproduc- 
tive labor costing a minimum by being kept 
busy on occupations most of which do not 
require much, if any, new capital invest- 
ment. To this third classification will surely 
be added two-ocean armies and navies with 
a personnel perhaps one million larger than 
our 1939 norm, and probably various labor 
services similar to the old Civilian Conserva- 
tion Corps. 

Naturally, the ideal to be sought in every 
possible manner will be a transfer towards 
full productive employment of persons in 
the other two categories. The unproductive- 
ly occupied group will have to be regarded 
as a labor reserve available for productive 
employment at the first opportunity. And 
such opportunities must not be merely 
awaited—they must be actively searched for, 
indeed created as soon as economic condi- 
tions permit. 


James C. Dolley, professor of Banking, 
The University of Texas, Austin, has been 
named Economic Adviser of the Federal 
Reserve Bank of Dallas. The research 
activities of the Federal Reserve System 
are being broadened and Mr. Dolley will 
collaborate with Morgan H. Rice, who has 
directed this work of the bank for years. 
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POST-WAR WORLDS 


HENRY A. WALLACE 
Vice President of the United States 


HEN we as victors lay down our 

arms in this struggle against the 
enslavement of the mind and soul of 
the human family, we take up arms im- 
mediately in the great war against 
starvation, unemployment and the rig- 
ging of the markets of the world. 


World leadership must be more concerned 
with welfare politics and less with power 
politics—more attentive to equalizing the 
use of raw materials of nations than con- 
doning the policies of grab and barter that 
freeze international markets—more inter- 
ested in opening the channels of commerce 
than closing them with prohibitive tariffs— 
more mindful of the need for a stable cur- 
rency among all countries than in high in- 
terest rates on loans. 


The common man in America, and every 
American soldier overseas, wants both free 
enterprise and full employment. The aver- 
age man of America knows that we can 
make and consume all the goods which make 
for a higher standard of living. He knows 
that high tariff protection for our markets 
leads only to retaliation and boycotts by 
other countries. He knows that no coalition 
of nations can weather the innumerable im- 
pacts of money and trade monopolies. He is 
convinced that nations must be organized by 
something more than trade pacts and non- 
aggression treaties. 


Three-Part Responsibilities 


Three outstanding peacetime responsibili- 
ties are these: 


1. The responsibility for enlightenment of 
the people. 

2. The responsibility for mobilizing peace- 
time production for full employment. 

3. The responsibility for planning world 
cooperation. 

Labor is beginning to do its part in en- 
lightening the public. It is beginning to 
make crystal-clear that 97 per cent of labor 
has cooperated 100 per cent with our Gov- 
ernment in the war effort. More and 
more in the future labor will demonstrate 
that it can cooperate with both employers 
and with agriculture in those measures 
which lead to increased employment, in- 
creased production and a higher standard 


From an address in Detroit, July 25th. 


of living. The people of America know that 
the second step toward fascism is the de- 
struction of labor unions. 


The second responsibility, that of mobiliz- 
ing the peace for full production and full 
employment, will challenge the best brains 
and imagination of our industries large and 
small, our trade associations, our labor 
unions and our financial institutions. 


When the guns stop, America will find 
itself with the following enormous re- 
sources: 


1. New manpower by the millions; skilled 
workers from war industries, military man- 
power and young people coming of working 
age. 

2. The largest industrial plant capacity 
in the world. 

8. The greatest resources both natural 
and artificial to make peacetime products; 
thousands of new inventions waiting to be 
converted to peacetime use. 

4. The largest scientific farm plant in the 
world. 

5. The biggest back-log of requirements 
for housing, transportation, communications 
and living comforts. 

6. The greatest reserve of accumulated 
savings by individuals that any nation has 
ever known at any time. 


With such wealth who says that this na- 
tion is now or is going to be bankrupt? 

We have witnessed many evidences of in- 
dustrial statesmanship, of cooperation with 
labor to increase production and cut costs. 
If industrial management can bring the 
same wisdom in production for peace that it 
has shown on many production fronts in the 
supply program for war the horizons we 
face are bright. 

Our industries, trade associations and 
lending institutions will open the gates of 
labor’s participation wider. They have the 
choice of approaching the new world of 
greatly expanded production with new ener- 
gies and foresight—or they can hold back 
fearfully awaiting the stimulus of their gov- 
ernment to expand production and consump- 
tion. Whichever choice they consciously or 
unconsciously make, I believe they want to 
do their part in keeping this nation on solid 
ground when peace comes. 

If we are to mobilize peace production in 
the service of all the people we must com- 





CAPITAL MANAGEMENT 


pletely turn away from scarcity economics. 
Too many corporations have made money by 
holding inventions out of use, by holding up 
prices and by cutting down production. 


I believe in our democratic, capitalistic 
system, but it must be a capitalism of abun- 
dance and full employment. If we return 
to a capitalism of scarcity such as that 
which produced both 1929 and 1932, we must 
anticipate that the returning soldiers and 
displaced war workers will speak in no un- 
certain terms. 


The third responsibility—that of planning 
world cooperation—will stem from the open 
and full partnership between the people and 
their government. 


The world is one family with one future— 
a future which will bind our brotherhood 
with heart and mind and not with chains— 
which will save the culture past and now 
aborning—which will work out the peace on 
a level of high and open cooperation—which 
will make democracy work for mankind by 
giving everyone a chance to build his stake 
in it. 


a 


War “Trust Fund” in Action 


A fund to assist the families of soldiers 
now and the soldiers themselves after the 
war has been in operation in South Africa 
since June 1940. Known as The National 
War Fund, this entity receives voluntary 
contributions and lately the Union of South 
Africa has offered to match such contribu- 
tions pound for pound. 


The objectives of the Fund are pretty 
much those outlined in our suggested “Sol- 
dier and Sailor Trust Funds.”* It makes 
monthly grants to dependents—supplement- 
ing military pay and allowances, takes care 
of emergency expenses of illness or other 
temporary difficulty, and assists discharged 
soldiers pending re-establishment in civil 
occupations. After the war, the Fund is 
designed to give vocational training to in- 
capacitated veterans, schooling for those 
whose education was interrupted by mili- 
tary service and supplementary pensions, 
where necessary, to disabled servicemen and 
their dependents. 


The Fund, which has 196 local branches, 
is administered by a committee composed 
of nominees of the Governor-General (who 


*See Dec. 1942 Trusts and Estates 557. 
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is president of the organization) and repre- 
sentatives of national institutions and asso- 
ciations. 


Keep Up Mortgage Payment 


Surprisingly few service men have sought 
relief from mortgage obligations under the 
Soldiers’ and Sailors’ Civil. Relief Act, ac- 
cording to a survey recently made by the 
Mortgage Bankers Association of America. 
There has been little difficulty in adjusting 
payments, the survey reported, and there is 
no reason to believe that when the higher 
age groups—including fathers—are drafted 
the experience will be more unfavorable. 
This study was based upon returns from 
almost 250 important lending institutions in 
71 cities in 31 states. 


——————__9 
New Life Insurance 


Although new life insurance for the first . 
half of 1943 was 3/10 of 1% less than for 
the corresponding period of 1942, the 
amount for June showed an increase of 
12.7% over last June, according to figures 
released by the Association of Life Insur- 
ance Presidents. 


KENDE GALLERIES 
at GIMBEL BROTHERS 


33rd Street & Broadway 
New York, N. Y. 


SALES at PUBLIC AUCTION 
for ESTATES 


The Kende Galleries offer unparalleled 
facilities for selling estates. Sales at 
public auction may be held either in 
the Galleries’ spacious rooms on the 
11th Floor of Gimbel Brothers, or at the 
famous Jay Gould mansion, 579 Fifth 
Avenue, at 47th Street. Cash advances 
on properties for estates in need of ad- 
ministration expenses or taxes will be 
made. All sales are given unusually 
large coverage in newspapers and 
magazines. Write or phone for infor- 
mation about the additional advantages 
offered by the Kende Galleries, 
Pe. 6-5185. 





Inflationary Gap: The gap may be meas- 
ured in several ways, according to Clark 
Warburton. Contrary to popular belief, 
the gap cannot be closed by rising prices, 
because higher prices represent greater in- 
comes to sellers, who in turn “attempt to 
pass it back by hiring labor to make more 
high priced goods. Gross income flow and 
consumer expenditures are both increased 
by the process, leaving the inflationary gap 
unchanged.” The gap can be closed only 
if the government sells banks an amount 
of securities “no greater than the decrease 
in indebtedness of other borrowers to the 


banks.” 
American Economic Review, June 1943 


Some analyses and appraisals of the Keynes 
and White (or Treasury) currency 
stabilization plans: 


B. H. Beckhart, “Problems of Post- 
War Currency Stabilization” in Wanted 
—An Economic Union of Nations (Citi- 
zens Conference on International Eco- 
nomic Union). 


Arthur Marget, “Commentary on Dr. 
Anderson’s Analysis of Keynes and Mor- 
genthau Stabilization Plans,” The Com- 
mercial and Financial Chronicle, June 3. 


Melchior Palyi, “Some Implications of 
the Keynes-Morgenthau International 
Clearing Pool,” Great Lakes Banker, 
July. 


Clyde Phelps, “The Morgenthau and 
Keynes Stabilization Plans,” The Com- 
mercial and Financial Chronicle, June 10. 


Ivan Wright, The British and Amer- 
ican Plans,” The Commercial and Fi- 
nancial Chronicle, June 24. 


J. H. Riddle, “British and American 
Plans for International Currency Sta- 
bilization.” 


“Plans for World Currency Stabiliza- 
tion,” The Guaranty Survey, May 27. 

Jacob Viner, “Two Plans for Inter- 
national Monetary Stabilization,” Yale 
Review (September). 

John H. Williams, “Currency Stabili- 
zation: The Keynes and White Plans,’ 
Foreign Affairs, July. 

Rep. Charles S. Dewey, “A Bank of 
International Cooperation: A World 
RFC,” The Commercial and Financial 
Chronicle, June 24. 
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OTHER ARTICLES OF INTEREST 


Inflation and Business: What actions 
should business management take to pro- 
tect itself against inflation? In this article, 
Dr. Ivan Wright discusses various sugges- 
tions such as going into debt, inventory ac- 
cumulation, transfer of capital out of the 
country, building new plant, etc. He ob- 
serves: “If the management can speculate 
on inflation or deflation successfully, large 
profits can be made. On the other hand, 
if this speculation is unsuccessful, large 
losses will be the result, and the manage- 
ment will probably lose its job and its repu- 
tation, and the stockholders will lose their 
equity. It is far safer to forego the pros- 
pects of large profits and operate on a 
hand-to-mouth policy during such a period. 
In order to operate safely, inventory 
should be kept down to the minimum, con- 
tracts should be of short duration, debts 
and taxes should be paid in full, and all 
engagements made subject to changing con- 
ditions of markets, prices and costs.” 

Commercial and Financial Chronicle, July 8, 1943 


Government Revenues and Expenditures 
—Here and Abroad: Paul W. Ellis compares 
the tax revenues and expenditures of Eng- 
land, Canada and the United States in the 
current war. Both Canada and England 
are now covering about half of their ex- 
penditures through taxation as compared 
with less than 30% in the United States. 

N. I. C. B. Economic Record, June 1943 


Multiple Management Re-examined: The 
role and record of this plan for employee 
participation in business management, as 
successfully employed by 350 firms since its 
origination in 1932, is a most timely subject 
in these days of groping toward a practical 
basis for industrial relations. Whether for 
banks, mercantile or manufacturing firms, 
the work of the three employee advisory 
boards described by Mr. Reid of McCormick 
& Co. merits immediate study, as means of 
attaining solid labor-management coopera- 
tion. (c.f. Trust Companies, Dec. 1938, page 
672.) He describes the functions and ac- 
complishments of the junior executive group, 
the factory board of directors and the Sales 
board of directors, through which all em- 
ployees are assured of representation in the 
company councils, and which provide chan- 
nels for managerial, operating and sales im- 
provement. It is described as the applica- 
tion of democratic principles to industry. 

Advanced Management, April-June, 1943 
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REDEMPTION OF WAR SAVINGS 
CERTIFICATES IN CANADA 


As the total volume of war savings certi- 
ficates has been increasing, the number of 
redemptions has also increased. 


Certificates Redemptions 
Bought Amount % 

1941 __.........$84,500,000 2,300,000 3 

1942 80,600,000 19,600,000 24 


Jan.-May 1943 31,600,000 11,100,000 35 


From the start of the war savings cer- 
tificate campaign until May 1943, about 
$223 million were sold and $33 million re- 
deemed. 


CANADA RESTRICTS RETAIL TRADING 


Retail business in Canada has been sub- 
jected to tighter control. The new order 
establishes each retail branch or outlet as 
a separate business. For example, a re- 
tailer who sells men’s clothing in one 
branch and women’s clothing in another 
may not consolidate the two. Businesses 
may not be moved without a permit except 
that a business once established may move 
to another premise in the same center pro- 
vided there is no increase in floor space. 
Schedules covering classes and kinds of 
goods sold at wholesale and retail have 
been consolidated to prevent a_ business 
handling a comparatively small unimportant 
item from dealing in all kinds of goods 
covered by that category. The chief pur- 
pose of the new order is to maintain the 
stability of persons established in trade and 
commerce. The Wartime Prices and Trade 
Board believes that established businesses 
can handle the available supply of goods 
and that uncontrolled expansion would 
jeopardize existing businesses. 


FORCED SAVINGS IN INDIA 


Business firms in India are required to 
deposit 13% percent of excess profits with 
the Government until one year after the 
war with interest at two percent. The ° 
measure is designed to combat inflation. 
Forced saving is in addition to the existing 
66% percent excess profits tax and an in- 
come and super tax amounting to 13% 
percent. The Government will consult with 
individual business firms to determine what 


bonuses and commissions paid officers and 
employees will be considered “reasonable” 
for purposes of income tax and what are 


to be considered “reasonable” inventories 
for tax purposes. Securities may not be 
offered, issued or renewed in India or else- 
where by firms incorporated in the country 
without the approval of the Government. 
This restriction is designed to prevent mush- 
rooming of uneconomic enterprises, discour- 
age income tax evasion and encourage the 
purchase of Government bonds. 


DEVELOPMENTS IN GREAT BRITAIN 


The “small” savings campaign has yield- 
ed £2,150 million since the beginning of the 
war or about 20% of the Government’s 
total borrowing, according to the Chancellor 
of the Exchequor. 

Currency circulation reached a_ record 
level of £965 million in July. This is al- 
most double the pre-war total. 

A maximum of forty-eight clothing cou- 
pons and a minimum of thirty-six per per- 
son are provided for the twelve-month pe- 
riod beginning August 1. The maximum 
number is equivalent to the monthly aver- 
age allowed during the fifteen-month pe- 
riod now ending. Average prices of cloth- 
ing, now about 70 per cent. above the 
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pre-war level, have been declining because 
of the introduction of utility clothing. 

Further evidence of effective stabiliza- 
tion of commodity prices is reported. The 
Board of Trade’s index of wholesale values 
for June is 163.1 per cent. of the 1930 aver- 
age, as compared with 163.3 for May and 
159.8 a year ago. This is the first monthly 
decline since last August. The cost of liv- 
ing index has since April 1941 been at 
approximately 28 per cent. above that pre- 
vailing just beforé the war. Although aver- 
age weekly earnings of workers in major 
manufacturing industries last January 
were 65 per cent. higher than in October, 
1938, hourly wage rates have increased 
about 27 per cent. 


NEW ZEALAND PRICES STABLE 


After six months’ operation of the price 
stabilization plan the wartime price index 
has remained unchanged. The stabilization 
plan has included the freezing of wages, 
rentals and interest rates as well as prices. 
Bread, flour, sugar, oatmeal and butter 
prices have remained unchanged for nearly 
four years, whereas at the same stage of 
the last war they had risen 50 per cent. 


THE 
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OTHER DEVELOPMENTS 


Brazil has rationed sugar, butter, and 
bread. 

Mexico is fixing the price for livestock 
forage. 

Chilean prices continue to advance with 
ceiling prices being raised from time to 
time. 

Ecuador is subjecting all transactions in 
wheat and wheat flour to strict government 
control. 

Morocco has restricted the consumption 
of electricity with consumption cut in half 
for many industries and household con- 
sumers. 


Social Security Must 
be Weighed 


Much study has been devoted to the laud- 
able—if academical—[Beveridge] Report 
which has been so exhaustively debated and 
will be debated still more. A document of 
altruistic value, the underlying motive of 
which has the sympathy of our insurance 
community. The only question is how that 
protection can be attained. Social Security 
is not merely a pat phrase, but something 
which must affect all of us, not only the 
poor but the poor rich. 

But any national effort such as that 
which has been launched is doomed to dis- 
appointment if its bearings are not very 
carefully and even critically weighed up. 

Now, we are face to face, not with ideal- 
ism, but with grim realism. After the last 
War, we fell into the pit of financial my- 
opia. After this War we must at all costs 
avoid the suicide of senseless, baseless op- 
timism, which would entice the country to 
its ruin. 

And, when the term “vested interests” 
is quoted as if it were an infectious dis- 
ease, it must be remembered that those 
vested interests, as they are called, have 
been the fruit of the co-operation of la- 
bor and capital, of the enterprise and work 
of individuals and companies which have 
been the source and fibre of our past in- 
ternational prosperity. 

The problem is, not how we are going to 
spend our money, but how we are going 
to earn it. It would be not only foolish 
but very wrong to make a Will providing 
for a lot of annuities without the money 
or the prospect of the money to pay for 
them. 


SIR FREDERICK RUTTER, Chm., London & 
Lancashire Insurance Co., London, England. 
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THE FOURTH DIMENSION in WAR and PEACE 


Editorial 


HE lay reader of de Seversky’s re- 

cent book “Victory Through Air 
Power” has an amazing new concept of 
a force that is already paving the way 
to military success and is likely to con- 
siderably shape the pattern of post-war 
international relations both politically 
and commercially. 

Sicily and the city-by-city destruction 
of Germany mark a revolution in war- 
fare that has important implications to 
our industrial pattern and manpower 
policy. As land invasion moves our air 
bases nearer the war materiel centers of 
the enemy and improvements in long- 
range bombers bring those centers near- 
er our striking power, to cut off supplies 
at the sources, we may expect further 
shifts in industrial production and per- 
sonnel schedules. 

The services of supply will still, of 
course, require vast shipping facilities 
and territory can only be occupied by 
ground forces, but the air umbrella for 
protection and the air forts for offense 
are shifting the advantages to the Allies. 
Instead of long and costly smashes at 
the rims of well-centered Axis defenses, 
from our far-extended perimeters, the 
new strategy gives us advantages which 
the Germans developed only in embryo 
against the Maginot Line. Here indeed 
will be a triumph for American indus- 
trial initiative, as well as for British 
foresight. Instead of years of island- 
by-island, hand-to-hand fighting in the 
Pacific, for instance, there is hope of 


quicker bombing-out of sources or lines 
of vital supply. With each increase in 
air freight loads as well as bomb loads 
victory comes nearer. 


But it is not enough to think of this 
new dimension of warfare solely in mili- 
tary terms. To the home front it means 
that post-war planning is an immediate 
must, not awaiting broad government or 
industry-wide blue-prints alone, but the 
responsibility of every individual busi- 
ness and businessman. Lest the ardor 
of the workers in the “arsenal of 
democracy” slacken and fears of unem- 
ployment cause slow-down, industry will 
have to be equally courageous in ridding 
itself of outworn tradition and Maginot 
Lines, and in setting up a new dimension 
in market strategy. 


If private enterprise does not give 
workers today assurance of employment 
(which is private security) tomorrow, 
government will be forced to provide 
vast social security, with its inevitable 
train of boondoggling waste and expense, 
which, on top of the war debt, we cannot 
stand, and remain solvent. In banking 
services, for example, the policy makers 
cannot be pencil-sharpening penny 
squeezers—though there are many frills 
and barnacles and legalistic impedi- 
ments to be cut out—but rather we shall 
need men willing and able to study new 
opportunities for wider service, which 
will give more employment. To make this 
possible, the present parlor-pink theory 


129 





130 


of penalty taxation, which dries profits 
at their roots, will have to be supplanted 
by measures which give incentive to in- 
genious management, risk capital and 
abler workers. Whether the fourth di- 


Are We Selling 


F all the objections to advertising to 

special groups were laid end to end— 
they would be about where they belong, 
for then copy would more often than not 
take on a dullness and monotony of gen- 
eralities directed to no one in particular. 
After all, everybody is somebody, as the 
song goes, and you can’t penetrate an 
elephant’s hide with buckshot. The tem- 
perature being what it is, and the humid- 
ity unmentionable, this seems as good a 
time as any to do a little hot-weather 
autopsy on the corpus delecti, viz. the 
trust prospect, to see what makes the 
difference between the quick and the 
dead. 

First we try to get a reaction from an 
occasional injection of newspaper or di- 
rect mail copy, not, mind you, when the 
victim needs it so much as when our ad- 
vertising committee gets a budget 
through while the Scotch comptroller is 
om vacation, or maybe the directors de- 
cide it’s time they kept their names be- 
fore the public. Not being tied in with 
the news or the particular needs of the 
addressee, such copy makes a record run 
to the wastebasket. But, says the trust 
newspaper advertiser, what profiteth it 
us to direct our appeal just to the doctor 
or manufacturer or housewife, and loose 
all the other circulation? Nor can we 
afford to send something different to all 
the different groups. Right. But A. J. 
Cronin sold a story about doctors to 
everybody, not excluding the doctors, 
when he captured the pervading human 
drama of their work in The Citadel. The 
same has been done with foreign corre- 
spondents, inventors, Russians, archi- 
tects and South Sea Islanders. It’s the 
vicarious fascination of sticking one’s 
nose into other people’s business and get- 
ting a “behind the scenes” candid cam- 


TRUSTS and ESTATES—August 1943 


mension of private industry and employ- 
ment will be found mainly in the field 
of research or of industrial relations is 
for each businessman to figure out; it 
will probably be a mixture of both. 


the Right Man? 


era shot of our neighbors that makes the 
whole world advertising kin. 


“We take care of that,”’ some say, “by 
catching them at the bottleneck — the 
lawyer’s office — through copy designed 
especially for the legal palate.” After 
all, the argument runs, they all have to 
see their lawyer first. Yes, and often 
last. Perhaps that’s generally true of 
the mortuary end of the business, but 
what about the living services? That 
certainly is not the kind of group appeal 
calculated to whet the prospective appe- 
tite; in fact the technicalities make it 
look like a most complicated—and expen- 
sive—job to the insistent lay reader, 
when what he wants is to have it made 
easy for him to do business. And just 
how good an investment would a shoe 
company be that did all its advertising 
to shoe clerks “because that’s where all 
the shoes are fitted”? 


There is, of course, a story that the 
trustees can most appropriately and 
graciously tell about the complementary 
nature of the legal, or insurance ser- 
vices, and with all the advantage of 
“third-party” selling. But aren’t we 
overlooking the fellow who today more 
than ever has the closest financial con- 
tacts with our business prospects, the 
accountant? Whether he is a key officer 
of the prospect’s company or the member 
of an outside firm of C.P.A.s., when ques- 
tions involving business stock interests, 
taxation (both personal and corporate), 
insurance or pension matters and so on 
come up, it is the rule rather than the 
exception that the accountant’s views are 
sought. Often he is in daily contact with 
the “man you want to meet,” but whose 
wastebasket stands between the wish and 


(Continued on page 148) 
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CURRENT EVENTS 


THE NEW REGULATIONS ON 
PENSION PLANS 


Analysis of Treasury’s Rules—Advantages of Trustee Service 


GUSTAVE SIMONS* 
Simons and Greeley, Attorneys, New York City 


rywHE new Regulations on pension 

plans are particularly significant as 
indicating a searching and continuing 
inquiry by the Treasury into the actual, 
independent, and impartial administra- 
tion of pension plans as opposed to a 
mere superficial examination of qualifi- 
cations. An example of the emphasis 
on an independent trustee is found in 
section 19.23(p) (1) (B)-1 in the follow- 
ing language: 


“If under the terms of any annuity 
contract it is possible for refunds of 
premiums to be made and not applied 
within the taxable year in which the re- 
fund is received or the next succeeding 
taxable year toward the purchase of such 
retirement annuities, no deduction will be 
allowable under section 23(p) (1) (B). 
However, section 23(p) (1) (B) shall be 
applicable if under the terms of the an- 
nuity contract any refunds are required 
to be made to a trustee, other than the 
employer, under an irrevocable trust in- 
denture which provides that such refunds 
shall be used solely for the payment of 
premiums for the current year or subse- 
quent years, under the annuity contract.” 


The fact that pension plans apply to 
large numbers of persons over an extend- 
ed period compels a certain flexibility in 
administration. Circumstances may dic- 
tate, the selection of a retirement benefit 
less protracted than that stipulated for 


*Mr. Simons is the author of articles dealing 
with employees’ welfare plans and trusts and re- 
lated excess profits tax problems which have ap- 
peared in the Journal of Commerce, the Bulletin 
of the Life Underwriters’ Association of New York 
City, The New York Law Journal, Taxes, Connec- 
ticut Industry, and other periodicals. He has also 
made addresses on the same subjects before life 
underwriters associations, the Federal Tax Forum 
of New York, the National Association of Cost 
Accountants, the Union League of Philadelphia, 
the New Jersey and Rhode Island State Societies 
of Certified Public Accountants, and many trade 
associations. 


the normal case under the contract. 
Discretion in the exercise of various 
available options should not be left with 
the employee because he might be 
charged with the constructive receipt of 
the principal sum. It cannot be left with 
the employer, since this retained control 
would render the plan invalid as not 
for the exclusive benefit of the employ- 
ees. It must be left either with the 
trustee or with a Pension Committee; 
the trustee should have an important part 
in the selection of the members of such 
a committee. 

The recent case of Jergens v. Commis- 
sioner (decided by the Circuit Court of 
Appeals for the Fifth Circuit on June 15, 
1943) and the entire tenor of the Regu- 
lations are such that where the trustee 
is vested with substantial powers and is 
not independent of the settlor (the em- 
ployer in the case of pension plans), 
then the tax advantages implicit in such 
trusts may not be obtained. It will prove 
increasingly dangerous to designate a 
trustee other than someone of unques- 
tioned independence, preferably a bank. 


Continuity of Plan 


E shall review only the provisions 

of the Regulations which go be- 
yond the explicit provisions of the In- 
ternal Revenue Code, because the latter 
have been discussed previously. 

It is provided that a plan must consist 
of a written program and arrangement 
communicated to the employees. The 
days when the trustee was the President 
of the corporation and no one knew 
about the plan except the corporation as 
such and the President individually, may 
be deemed to be at an end. 

At the outset, the Regulations lay down 
guarantees of independent administra- 
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tion. The entire tenor of the Regula- 
tions stresses the continuity of the plan 
and its practical administration, as op- 
posed to a mere theoretical compliance 
with the principles of qualification found 
in the Code. For example, while there 
is no express requirement in the Code 
for the continuance of a plan, the Regu- 
lations provide that its early abandon- 
ment for reasons other than business 
necessity will be taken as evidence of bad 
faith. In such case, it will be argued 
that the plan was not valid in the first 
instance, because not for the exclusive 
benefit of employees. This will be so 
particularly if the plan is abandoned 
shortly after favored employees have had 
their retirement benefits fully funded. 
The Commissioner must be informed of 
the abandonment of a plan. 

It is stated that the plan may benefit 
not only an employee but his dependents, 
those designated by the employee to 
share in the benefits after his death or 
the natural objects of his bounty. This 
latter phrase has been judicially inter- 


preted to mean those who would take 
in the event of his death without a will. 
A plan may be for the benefit of pre- 


sent employees and those who are 
on temporary leave (including service 
in the army and navy), and former em- 
ployees. However, whatever classifica- 
tion is adopted, it is necessary that it be 
followed throughout. In other words, if 
a plan is being created on the basis of 
the 70% rule and benefits are to be ex- 
tended to some employees in military 
service, the 70% will be computed 
against all of the employees in military 
service as well as those in active em- 
ployment. 

The Regulations make it clear that no 
specific limitation is set forth in the law 
as to the nature of proper trustee invest- 
ments. These will be examined from 
the point of view of determining whether 
the necessary cost of producing the bene- 
fits intended by the plan can fairly be 
measured with reference to the invest- 
ments chosen. While investment in cor- 
porate stock of the employer is not pro- 
hibited, full disclosure of any such in- 
vestment must be made to the Commis- 
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sioner, and it is certain that any device 
which will result in payment for such 
stock of an amount greater than the 
market value will render the plan invalid 
as being for the benefit of the corpor- 
ation or its shareholders rather than 
exclusively for that of its employees. 


Discriminations 


ITH the exception of the very con- 

troversial situation where those re- 
ceiving less than $3000 are eliminated or 
treated adversely, no specific percentage 
rule or other form of measurement for 
discrimination is laid down by the Reg- 
ulations. 


While section 165(a) (5) of the Code 
provides that a plan shall not be deemed 
discriminatory “merely” because those 
receiving less than $3000 are excluded, 
“or merely” because it is limited to sal- 
aried or clerical employees, “or merely” 
because credit is given for Social Secur- 
it, “or merely” because contributions of 
benefits are proportionate to compensa- 
tion otherwise paid, yet it is clear that 
emphasis will be placed by the Bureau 
on the disjunctive use of these terms. 
The important words are “or merely.” 
If several standards of exclusion are 
used at one time, the plan will become 
increasingly dangerous and it will be- 
come increasingly necessary to limit more 
favored employees. 


A plan like the one in the Phillips H. 
Lord case (1 T.C. 286), where the chief 
stockholder received the benefit of con- 
tributions in the amount of $9,750 out 
of an annual deposit of $14,769, may still 
find support in the Tax Court in the case 
of a plan qualifying under section 
165(a) (3) (A), that is, including 70% 
or more of employees employed 5 years 
or more; but it is doubtful whether such 
a plan could secure the necessary ap- 
proval of the Commissioner if it sought 
to qualify under section 165(a) (3) (B) 
on the basis of a narrower participation 
than provided in section 165(a) (3) (A). 

The means of differentiation or ex- 
clusion expressed in the Code are not 
exclusive. Those above or below stated 
ages, or employed in certain areas or de- 
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partments of the business, may be ex- 
cluded. However, valid social and eco- 
nomic justification for such a plan will 
have to be found, and it will be carefully 
examined to see whether it discriminates 
in favor of executive employees, stock- 
holders, and the like. 

Where persons receiving $3000 or less 
per annum are excluded or receive bene- 
fits which are lower percentage-wise than 
those of higher-paid personnel, the plan 
must be integrated with the Social Se- 
curity Act in order that the benefits un- 
der the plan will do no more than equal- 
ize the failure of Social Security to pro- 
vide benefits over the level of $3000. In 
other words, the total benefits should be 
the same as if Social Security percent- 
ages were applied to all amounts of com- 
pensation. These may be measured as 
being 150% of the primary insurance 
benefits provided by the Social Security 
Act because of supplementary Social Se- 
curity benefits, and they may range from 
34%, for long future service, down to 
26% of compensation. 

This is a highly controversial pro- 
vision of the Regulations. When it was 
under discussion in the Bureau of In- 
ternal Revenue, there was such conflict 
that Randolph E. Paul, General Counsel 
of the Treasury, sought a ruling from a 
sub-committee of the Senate Finance 
Committee. The sub-committee indi- 
cated that the proposed Regulations were 
beyond the powers vested in the Com- 
missioner by the Act of Congress. 
Nevertheless, the Treasury chose to 
adhere to its own interpretation of the 
Act, and promulgated the Regulations in 
their original form. This has met with 
violent opposition on the part of Senator 
Taft, who on July 28, 1943, announced 
his intention to force liberalization of 
the Regulations by a Joint Resolution. 


Time Rule 


HE emphasis on continuity of plans 

and the absence of any specific rule 
in cases other than those excluding em- 
ployees covered by Social Security con- 
firm the conviction of those who have 
held that the 50% rule found in section 
23(p) (1) (A) (ii) was a time rule in that 
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it precluded the funding of plans in less 
than 5 years, if the total unfunded con- 
tributions (the contributions between the 
commencement of the plan and the re- 
tirement of all employees) were in an 
amount greater than 50% of the total, 
for any three persons. No such percent- 
age rule appeared in the following clause 
which made provision for funding of 
plans over a ten-year period of time. 
Therefore, it is apparent that the 50% 
rule was not intended so much as a for- 
mula for testing current contributions 
as one for removing the possibility of 
too early a termination of a plan. 

Plans must qualify for one day during 
each quarter of the taxable year, and 
plans which at present are disqualified 
must conform by the end of this year. 
There is a movement afoot for the ex- 
tension of this period because of the 
delay in the promulgation of the Regu- 
lations. 


Forfeiture Provisions 


F a plan is exempt under section 

165(a), the contributions are present- 
ly taxable neither to the trustee nor to 
the employee. If the plan fails to qual- 
ify, either the employer loses its deduc- 
tions or the employee is taxed. If the 
rights of the employee are non-forfeit- 
able at the time the contribution is 
made, the employee is taxed on the con- 
tributions pursuant to section 165(c) 
and the employer gets a deduction under 
section 23(p)(1)(D). If the rights are 
forfeitable, the employer loses its deduc- 
tion under the latter section. 


“Providing thoroughly 
up-to-date trust services 
with an institutional 
background dating back 
to 1865. 


First AND MERCHANTS 
National Bank of Richmond 
Member Federal Deposit Insurance Corporation 





134 


However, where a plan qualifies under 
section 165(a) the employer may obtain 
a deduction even if the rights of the 
employee are forfeitable. But, great 
care should be used in drafting a for- 
feiture policy. When the Treasury first 
introduced its Bill before the House 
Ways and Means ‘Committee in 1942, it 
provided for compulsory complete vest- 
ing. Even today, the first question 
usually presented to the tax practitioner 
in connection with the qualification of 
a plan is, “What are the vesting pro- 
visions?” The Regulations require a 
statement as to such provisions. 

Even under the old law, the Regula- 
tions presented as an example of a non- 
qualified plan one where rights of one 
group of employees could be transferred 
to another group at the option of the cor- 
poration, even if the employer received 
no refund. The plans containing for- 
feiture provisions which terminate rights 
where an employee is discharged with- 
out cause will meet with particular re- 
sistance. Where the employer feels that 
the absence of a forfeiture clause and 
full vesting will encourage termination 
of employment, it is perfectly proper 
under the Regulations to provide for 
full vesting in the ex-employee but to 
tie up the fund until the age of retire- 
ment so that the ex-employee will re- 
ceive benefits then, and only on the 
amount deposited during the term of his 
service. This will eliminate the cash 
advantage upon termination which is 
present in the case of immediate vesting, 
and yet permit the plan to have the tax 
benefits available where there is no for- 
feiture. Where distribution is made in 
one year because of termination of em- 
ployment, the benefits received out of 
the employer’s contributions are treated 
as long-term capital gains on which the 
tax rate is at present 25%. 

The designation of an independent 
corporate trustee, particularly in larger 
plans, is of great importance in the case 
of termination of employment or refund 
of premiums for any cause. The Regu- 
lations quoted at the outset of this arti- 
cle not only require that any such return 
premium in the case of an annuity be 
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used for the payment of premiums for 
the year when returned or the next suc- 
ceeding taxable year, but also require 
that there be no other alternative per- 
mitted under the plan, and indicate that 
the designation of an independent trustee 
to receive these refunds will be a sound 
measure of protection for the plan. 


Payments of Contributions 


HILE the Code and Regulations 

permit the actual payment of the 
employer’s contribution within 60 days 
after the end of the year of accrual, 
when the payment is made with reference 
to a liability accrued during the taxable 
year, nevertheless such payments are be- 
ing closely watched by the Bureau, par- 
ticularly when the payments are made 
to a non-independent trustee. An inde- 
pendent corporate trustee will be an 
additional safeguard in assuring deduct- 
ibility of the employer’s contribution for 
the year in which the employer intended 
to gain the deduction. 

Any payment made in violation of 
Salary Stabilization requirements will, 
of course, be disallowed. However, the 
Act of Congress of October 2, 1942, ex- 
pressly provides that pension benefits 
in reasonable amounts are exempt. The 
Regulations have further provided that 
any retirement benefits under a plan 
which is exempt under section 165(a) 
shall be deemed to be reasonable in 
amount and thus exempt. On the other 
hand, a profit-sharing plan is not auto- 
matically exempted, and contributions to 
such a plan will have to be approved by 
the Salary Stabilization Unit or the War 
Labor Board. The Unit has indicated 
that it will approve a profit-sharing plan 
where receipt of the benefits is deferred 
so as to render the effect of the plan 
non-inflationary. Thus, a plan defer- 
ring distribution until retirement of the 
employee will receive approval. Also, a 
plan deferring distribution for 10 years 
may receive approval, depending upon 
the circumstances surrounding the plan. 

Accordingly, where a_ profit-sharing 
plan is desired because of fluctuations in 
the income of the employer, it is well to 
consider a combination of pension and 
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profit-sharing plans; whereunder contri- 
butions for the pension plan are fixed 
on a basis that the employer feels it can 
adhere to through years of good business 
and bad, leaving for the profit-sharing 
plan the procurement of excess funds to 
counteract the poor years. 


The fact that the amount allowed as 
a deduction to the employer must be 
reasonable is emphasized in the Regula- 
tions. For example, not only must the 
contribution for pension benefits be 
actuarially sound pursuant to the specific 
provisions of section 23(p) of the Code, 
but also these contributions plus cash 
compensation must be “reasonable.” The 
treatment of reasonableness of compen- 
sation is not novel in the pension field. 
It has long been the subject of consider- 
ation with reference to ordinary cash 
compensation. No fixed and general rule 
is possible, except to say that the test 
of reasonableness is a testing by compar- 
isons. The compensation in question is 
compared with compensation in earlier 
years and with compensation for similar 
work in the same industry. If too far 
afield in either direction, it is subject to 
attack. One who has planned many pen- 
sions and who thus has reviewed many 
employee census sheets indicating com- 
pensation paid, is in a good position to 
judge comparative reasonableness of de- 
ferred and current compensation. 


Deductibility of Contributions 


S to the initial measure of deduction, 

the 5% rule provides that for the 
second year of the plan and at five-year 
intervals thereafter, the taxpayer will 
have to submit a certificate by an ac- 
tuary or insurance company indicating 
that this 5% contribution represents the 
“amount necessary to provide the re- 
maining unfunded cost of past and cur- 
rent service credits.” This would indi- 
cate that a plan whereby merely 5% of 
an employee’s compensation is set aside, 
and whatever annuity benefits available 
are purchased therewith, may not be 
treated eventually as a pension plan at 
all, but a profit-sharing plan. This may 
follow because the plan does not depend 
on service credits, and different indivi- 
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duals having different service expe- 
rience but the same compensation and 
the same age will have the same bene- 
fits. There is no provision for pension 
benefits supplementary to service cred- 
its in the 5% clause as there is in the 
ten-year clause, (iii). Inasmuch as 
profit-sharing plans are not exempt 
from Salary Stabilization but must re- 
ceive approval, and are unlike pensions 
plans in this respect, this distinction 
may be very important. 

Of course, the Regulations follow 
clause 23(p) (1) (A) (ii) in permitting 
deductions based on the cost of a com- 
pletely funded pension distributed over a 
period stretching from entrance into the 
plan to retirement. The means of cal- 
culating this system of contributions, 
nevertheless, must be submitted to and 
approved by the Commissioner. Most 
significant, however, is the following 
language from the Regulations (19.23 
(p) (1) (A)-3): 


“Each employer desiring to fund under 
clause (ii) shall submit the proposed 
method to the Commissioner and receive 
approval of such method before the re- 
sults will be acceptable. Any method 
which does not fund cost of past service 
credits more rapidly than that permitted 
under clause (iii) will be acceptable, and 
the approval of the Commissioner will 
not be necessary in such a case.” 


The allowance of supplementary pen- 
sion benefits as well as past and current 
service credits, on condition that the 
funding be distributed over a ten-year 
period, is provided for in clause (iii). 
The language quoted shows great favor 
in this respect for the latter type of 
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plan and, accordingly, it is advisable in 
most cases to require ten years of ser- 
vice before an employee becomes elig- 
ible for retirement. Therefore, while 
retirement can be fixed at age sixty-five, 
for those who are over the age of fifty- 
five the retirement age should be at 
least ten years after entrance into the 
plan. 

In making actuarial computations, 
however, a certain margin of error is 
permitted which does not appear in 
connection with qualifying a trust under 
section 165 as non-discriminatory and 
for the exclusive benefit of employees. 
This is because under section 23(p) if 
an excessive amount is contributed, all 
of which is not deductible, the excess 
can be carried forward and deducted 
in a future year, to the extent that the 
amount contributed then is less than 
the permissible amount. Accordingly, 
there is an opportunity to adjust mis- 
calculations. On the other hand, if a 
plan fails to qualify under section 
165(a), not only will the employer lose 
its deduction or the employee his tax 
exemption, but also the provisions of 
Salary Stabilization will be violated. 

The Regulations bring out the point 
that there is no fixed percentage limita- 
tion on the amount of contributions un- 
der a pension plan provided total com- 
pensation is reasonable and the plan it- 
self is actuarially sound. It is provided 
that where an employee is a beneficiary 
under both a pension and a profit-shar- 
ing plan, the total contributions in the 
first year must not exceed 25% of com- 
pensation; but it is expressly provided 
that where an employee is a beneficiary 
under only a single pension plan, then 
this 25% limitation shall not apply, thus 
showing that in a proper case a con- 
tribution for a pension plan may exceed 
25% of compensation. 


Filing for Exemption 


HERE a trust claims exemption 

under section 165(a), it must file 
with the collector of the district in 
which the employer files its return, an 
affidavit indicating the general nature 
and purposes of the plan, the source of 
the corpus and the investment thereof, 
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the nature of the income received, and 
all other pertinent facts. Verified copies 
of the trust agreement and plan with 
all amendments must be filed, and a 
financial statement showing the assets, 
liabilities, receipts, and disbursements 
of the trust must also be furnished. To- 
gether with this must be furnished the 
very extended information required from 
the employer under section 19.23(p) 
(1)-2 in order to claim the tax deduction. 
These papers will be forwarded to the 
Commissioner for a ruling on the trust’s 
exemption. This information must be 
refiled annually, except that the trust 
agreement and plan will not have to be 
filed where there has been no change. 

The requirements as to filing by the 
employer are too detailed for complete 
review in this article, but some of the 
high spots are most significant. Em- 
ployee eligibility requirements will have 
to be detailed, as will vesting require- 
ments. For the 25 highest paid em- 
ployees, the report must show, among 
other things, the percentage of stock 
owned directly or indirectly by the em- 
ployee or members of his family. Sec- 
tion 24(b) (2) (D) of the Code reads: 
“The family of an individual shall in- 
clude only his brothers and sisters 
(whether by the whole or half blood), 
spouse, ancestors, and lineal descen- 
dants.” 


It is also required that the length of 
service of such employee be set forth. 
Great carelessness has prevailed in the 
formulation of trust plans in this con- 
nection. Very often trust planners ac- 
cept information from employers as to 
length of service, without verification. 
Oft times there is included in the length 
of service, years of employment in an- 
other corporation having only a vague 
and distant connection with the present 
employer. Also, service in and com- 
pensation from a subsidiary or affiliated 
corporation is often included, although 
other employees serving with such affil- 
iated or subsidiary corporation are 
ignored. 

A further requirement is that the 
compensation of such employees be 
stated. If the compensation is the same 
for the year in question as that reported 
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by the corporation in a tax return for 
an earlier year, which return has met 
with no objection from the Bureau of 
Internal Revenue, this fact should be 
pointed out as some evidence in support 
of the reasonableness of total cash and 
pension contribution benefits. In like 
fashion, if compensation has been in- 
creased but has been approved by the 
War Labor Board or the Salary Stabili- 
zation Unit, this fact should be pointed 
out. Incidentally, many pension plans, 
otherwise sound, may run into difficul- 
ties because the compensation upon 
which the benefits have been computed 
is in an amount contrary to the pro- 
visions of the Stabilization Act. In 
formulating a plan, the propriety of 
basic and bonus compensation should 
be carefully reviewed. 

The whole tenor of the Regulations 
indicates the absolute necessity of 
formulating a retirement plan in con- 
nection with the entire tax and fiscal 
background and current situation of the 
employer. Tax returns for an extended 
period should be reviewed. The cur- 
rent tax situation should be scrutinized. 
The relationship of affiliated and sub- 
sidiary corporations should receive con- 
sideration. The status in renegotiation 
of the corporation should be examined. 
The basic compensation of personnel 
against which retirement or profit-shar- 
ing benefits are calculated should be 
carefully reviewed, both as to reason- 
ableness and validity under the Salary 
Stabilization Act. 

The plan must be adopted not as an 
isolated, temporary act, but rather as 
part of a whole corporate plan. In this 
regard, the services of an experienced 
trust department are invaluable. 


[Reprints of the above article, for dis- 
tribution to attorneys, accountants and 
corporation executives, may be obtained 
at moderate cost.] 


Recent Literature on 
Pension Plans 


The promulgation last month of Treasury 
Regulations on the tax phases of employee 
benefit plans has precipitated a wealth of 
published material on the subject generally. 
It is impossible to do more here than cite 
for our readers the sources of this informa- 
tion. 


The Journal of Commerce published a 
supplement to its July 15th issue containing 
25 articles by experts on every aspect of re- 
tirement plans. For a comprehensive treat- 
ment in a single source, this compendium 
is unsurpassed. 


Peter Guy Evans has an article in the 
July 29th issue of The Commercial and 
Financial Chronicle analyzing the new reg- 
ulations. 


Manufacturers Trust Company of New 
York is distributing a brochure dealing with ° 
tax benefits and personnel relations of “Pen- 
sion and Profit Sharing Plans.” 


Although prepared before the regulations 
were made available, The Chase National 
Bank’s 72-page treatise on “Pension, Bonus, 
and Profit-Sharing Plans” is an excellent 
summary of plans and methods of financing. 

The July issue of The Spectator has an 
article by Oliver Perrin discussing pensions 
from the insurance company viewpoint. 


And Trusts and Estates, continuing its 
series of discussions on this subject, has 
two articles in this issue, one by Gustave 
Simons on the regulations, the other by 
Laurence Hanmer on the trusteed pension 
plan. 


—___9————______—_ 
Pension Digest 


An explanatory digest of the Internal 
Revenue Code and Regulations governing 
pension and profit-sharing plans and trusts 
has been prepared by Prentice-Hall, Inc., 
New York, for distribution by banks, Fur- 
ther information may be obtained from 
W. A. Mayer. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst & Consultant, New York City 


PERMANENCY OF PENSION PLANS 


MPLOYEE good-will, purchased by 

an employer through the establish- 
ment of a pension plan, may easily be 
destroyed if the employer terminates his 
financial support of the plan. The like- 
lihood of termination exists because in 
most cases such plans are established in 
years of large profits and high income 
tax rates. Moreover, pension plans es- 
tablished today also must run the post- 
war gauntlet of readjustment and curtail- 
ed business. For the good of all con- 
cerned, the employer should, prior to the 
adoption of a pension plan, project some- 
what into the future and determine what 
plan he can afford to maintain, supply- 
ing reasonable benefits at a reasonable 
cost. 

However, in some cases it is possible 
to take advantage of the high-profit 
years in order to make available larger 
pension benefits. The establishment of a 
companion “profit-sharing” employee’s 
trust, with deposits made by the em- 
ployer in profitable years, can provide a 
source of funds for financing and assur- 
ing the continuity of the pension plan if 
a bad year is encountered and the em- 
ployer’s contributions are suspended. 

A pension system must be planned and 
treated as a permanent part of employee 
compensation. Otherwise an employee 
lulled into a feeling of old-age security 
may suddenly awaken to the fact that 
the pension income upon which he had 
relied will not be forthcoming. The 
effect of such an eventuality on company 
organization and employee morale is 
obvious. Pension systems are not a mere 
matter of actuarial calculations. Sound 
financial planning is a prerequisite if 
the employer is to make this a tool of 
good business policy. 

* * * 


“CASH” BEQUESTS UNDER WILLS 


ANY wills contain sizable cash 
bequests to individuals and char- 


ities. Unless otherwise provided, such 
bequests must be paid in cash. The exe- 
cutor’s problem in liquidating estate in- 
vestments to meet substantial estate and 
inheritance taxes, is aggravated by the 
direction—implied by law or specifically 
stated—that bequests must be paid in 
cash. 

As a result, it is sometimes advisable 
to provide that all or some cash bequests 
may in the discretion of the executor be 
paid “in kind,” giving the legatees in- 
vestments in the estate equal to the size 
of the bequest. Such investments can be 
transferred at their market value as of 
the testator’s date of death. Then if the 
legatee still wants cash instead of secur- 
ities he can do the liquidating or financ- 
ing without jeopardizing the other assets 
of the estate. 

Frequently it is well to cover specific 


bequests of this nature through life in- 
surance policies made payable directly 


to the legatee. If accomplished in this 
manner, the specific cash legacies can be 
removed from the will entirely. This 
method would also provide for immediate 
payment to the beneficiary without his 
being obliged to wait until the entire 
estate has been settled. 

* * * 


CAPITAL GAINS TAX AND THE 
STOCK MARKET 


HERE are times when a system of 

taxation can cause a destructive eco- 
nomic disturbance, if the tax levied on 
one type of property or income is too 
high in comparison with the tax on some 
other type of property. As an example, 
take the position of the taxes levied 
against capital gains (securities held 
over six months) as against taxes on in- 
come from other sources such as business 
profits, salaries, dividends, etc. The 
maximum effective federal tax on the 
profit realized from the sale of a share 
of stock is 25% if it has been held only 
six months. But the federal tax on other 
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types of income may run up to a top 
bracket of 93%. 

As a result of this situation, many in- 
dividuals of wealth appear to be resort- 
ing to the investment policy of the 1920’s 
—“playing the stock market.” Thus their 
profits, if any, are taxed at a mere 25%, 
whereas if they have “legitimate” forms 
of income they face practical confiscation. 
The economic effect is that money is go- 
ing into the stock market that is not 
motivated by the true investment and 
economic merits of the particular secur- 
ity involved. This naturally helps to 
push prices up, with a more rapid fall 
when the artificial “prop” is removed. 

The investor does not actually realize 
his profit until he sells, and if the pro- 
ceeds of the sale are reinvested in other 
stocks he might end up having paid a 
25% tax on a “profit” which ultimately 
vanishes if the reinvestment results in 
a loss. Few individuals bank their pro- 
fits and fewer still can escape the losses 
inherent in the game. 

Human nature with respect to specu- 
lation being what it is, it is important 
that, in the next revision of our tax sys- 
tem, taxes on legitimate forms of income 
should be reduced and brought into bal- 
ance. The capital gains tax should not 
be increased as we have already seen the 
destructive economic effects of a high 
capital gains tax. In the meantime, 
investors would do well to bear this sit- 
uation in mind when they contemplate 
going back into the market. 

* *% * 


LIFE INSURANCE ECONOMICS 


EW owners of life insurance policies 

have an accurate understanding of 
the kind of financial vehicle in which 
they have invested. Following are some 
of the investment factors contained in a 
life insurance policy which have been 
badly misunderstood :— 

1. The amount of insurance in a pol- 
icy is not its face amount. All policies, 
except term insurance, have a cash value 
reserve which is a capital investment 
(savings account) on the part of the 
policyholder, and is not insurance. The 
only insurance actually at risk is the 
difference between such cash value re- 
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serve and the face amount of the policy, 
and the amount of insurance at risk each 
year is of diminishing size because of the 
annual increase in cash value. 

2. The cash value reserve of the pol- 
icy is not a dormant asset. If the insur- 
ance company is operating on what is 
known as a “3% reserve base,” this 
means that the company is crediting the 
account of the policyholders with 3% 
interest on the current cash value each 
year. Although not actually paid in cash 
to the policyholder, it is applied by the 
company toward paying part of the cost 
of the insurance at risk for the current 
year, with any excess being added to the 
cash value. Furthermore, this 3% in- 
terest on cash value is not subject to 
current income tax to the policyholder. 
An income tax would be imposed only 
if the insured surrendered the policy 
during his lifetime at a cash value in 
excess of the total premiums paid. This 
tax-free earning power is important in 
cases where the policyholder’s taxable 
income runs into high tax brackets. For 
instance, a 3% tax-free return is equal 
to a 12% return from taxable invest- 
ments if the top block of the taxpayer’s 
income is in the 75% bracket. 

3. The net cost of life insurance is 
not the sum of the premiums paid less 
dividends and increases in cash values, 
and as indicated in point #1, the amount 
of insurance to which net cost is ap- 
plicable is not the face amount of the 
policy. The amount of insurance at risk 
is all that bears any cost and the cash 
value earning power must be taken into 
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consideration when calculating the net 
cost of such insurance. The following 
table may serve to illustrate this and the 
preceding points. (Several ordinary life 
policies in force for some years were 
used for purposes of this illustration) :— 


$100,000. 
28,000. 


Face amount of policy 
Cash value as of 8/1/43 __._.. 
Insurance at risk for year 72,000. 
Deposited by or for policyholder 
in 1943 
Gross premiums 
3% interest on cash values __. 


2,700. 
840. 


Total 1943 Deposits —_.__._ 
Paid to or for benefit of policy- 
holder in 1943 
Cash value increase for year 
Dividends 


2,000. 
350. 


2,350. 


Total 1943 Receipts _......_-___ 


Net Cost to Policyholder — 


Therefore we see that the net cost of 
$72,000 of insurance at risk during the 


3,540. 


1,190. 
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year amounts to $1,190. This is equal 
to about 144c per $1.00 of insurance at 
risk for the year. We also find that the 
“hidden” cash value earnings of $840 
pay over two-thirds of the net cost of 
$1,190 for the insurance. 

4. Itis not exactly true that the later 
in life a policy is taken out the more it 
costs. While under a policy taken out at 
age 50 the amount of the annual premium 
deposited is larger than under a policy 
taken at age 30, the man at age 50 will 
not make as many annual premium pay- 
ments. And when dealing in terms of 
true cost an accurate analysis will show 
that the amount of insurance at risk at 
any given age will bear the same net cost 
no matter at what age the policy is first 
taken out. 

The foregoing points should be care- 
fully understood by prospective and pre- 
sent owners of life insurance in view of 
the fact that a life insurance policy con- 
tinues to supply a most valuable and at- 
tractive form of investment. 


A. B. A. PROGRAM HIGHLIGHTS WAR SERVICE 


ISCUSSIONS on war finance and 

inter-American and international 
fiscal policy will feature the War Ser- 
vice Meeting to be held in New York 
City, September 13-15, by the American 
Bankers Association. Replacing the 
Association’s annual convention, the 
meeting is being held to provide an op- 
portunity for discussion of the war ser- 
vices the banks are performing, and of 
the various national and international 
economic and financial problems aris- 
ing in connection with the war. 


The program for the general sessions: 
Sept. 14 (Morning) 


Report of the President of the 
A.B.A.: W. L. Hemingway, Pres., 
Mercantile-Commerce Bank and 
Trust Co., St. Louis. 

A discussion of Agricultural Credit: 
Charles W. Bailey, Pres., First Na- 
tional Bank, Clarksville, Tenn. 

A Report and Critique on War Fi- 
nancing: Robert Strickland, Pres., 


Trust Company of Georgia, At- 


lanta. 


Sept. 14 (Afternoon) 


Inter-American Fiscal Policy: Luis 
G. Legoretta, Pres., Mexican Bank- 
ers Association, Mexico City, and 
Joseph C. Rovensky, Vice Pres., 
The Chase National Bank, New 
York. 


Sept. 15 (Morning) 


International Fiscal Policy: Dr. Hen- 
ry Merritt Wriston, Pres., Brown 
University. 


Trust Division Meeting— 
Sept. 13 (Morning) 


Who Will be the Trustee?: Louis S. 
Headley, Vice Pres., First Trust 
Company of Saint Paul State Bank, 
and Pres., Trust Division, A.B.A. 

Investments: Dr. O. M. W. Sprague, 
Professor of Banking, Harvard 
University. 
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WAR ACTIVITIES OF BANKERS 
How English Bank Men Give Part-Time Services 


A. H. ENSOR 
Joint General Manager, Lloyd’s Bank, Ltd., London 


YPICAL of the high degree of de- 

fense and manpower mobilization of 
England is the war-service work of its 
banking personnel. The Banks have lost 
approximately 56% of their pre-war male 
clerical staff and in addition, a number 
of the women in the lower age categor- 
ies have been directed to the Women’s 
Forces or to other work. Furthermore, 
the Banks have to carry on activities 
with a total staff not exceeding 85% of 
their total pre-war male and female per- 
sonnel. 

Notwithstanding this heavy dilution 
of the Banks’ labor forces and the fact 
that everyone is expected to work in their 
offices for 46 hours per week, the re- 
maining 44% of the men undertake, 
either voluntarily or in some cases com- 


pulsory, other outside duties after their 
bank work has been completed. 

The following summary comprises the 
principal activities: 


Home Guard. 

Fire Guards. 

Special Constabulary. 

A. R. P. Wardens. 

First Aid. 

Part-time munition work. 


In addition, there are a number of 
Managers and Officials who are actively 
engaged in training boys in the Youth 
Organizations such as the Sea Cadets, 
Air Training Corps and Army Cadet 
Force. A brief outline of the duties and 
activities under the various headings 
may be of interest: 


Home Guard 


LARGE section of Bank men are en- 

gaged in this Force, a number hold- 
ing commissioned rank. The Home 
Guard was formed when the danger of 
invasion was imminent in the year 1940 
and was originally on a voluntary basis, 
but, some time ago, it became compul- 


sory in certain age groups in order to 
maintain the strength of the Units. In 
the early stages, the Force was occupied 
in preparing defenses such as strong 
points, road blocks, trenches, barbed wire 
entanglements, etc. and until these im- 
portant duties had been completed they 
could not be given more serious training. 

Parades have to be attended on three 
evenings a week and on Sunday mornings 
and, apart from the ordinary infantry 
training, instruction is given in the use 
of arms, such as tommy guns, mortars, 
Bren guns, hand grenades, etc. Opera- 
tional training is also carried out pe- 
riodically with other Units and in every 
way the Home Guard is kept fully occu- 
pied and receives comprehensive instruc- 
tion. When it is considered that the 
majority of the members are over 41 
years of age, it will be agreed that these 
men deserve great credit for undertaking 
such strenuous duties in their spare time. 
Members of the Home Guard are granted 
exemption from duties in other Civil 
Defense Services. 


A. R. P. Wardens and First Aid 


EFORE the outbreak of War, Civil 

Defense Organizations were insti- 
tuted by the Government in all areas. 
Bank men were prominent in volunteer- 
ing for this work and a number of them 
act as Air Raid Wardens in the districts 
in which they reside. 

Varying responsibilities devolve upon 
a Warden, but broadly speaking,, he has 
to be on duty at the Warden’s Post when 
a warning is sounded, and all incidents 
which take place during the raid in his 
allotted area have to be reported to him 
and he decides what action is to be taken. 
During the period of heavy air raids in 
1940 and 1941 the Wardens in many 
areas had to undergo very trying expe- 
riences, and were on duty for long hours, 
mainly during the night. 
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Many members of the Banks’ female 
staff (and a few of the male staff) have 
qualified in First Aid. At least 48 hours’ 
service per month is given, but frequent- 
ly a much longer period is devoted to this 
and its ancillary services. 


Fire Guards 


T soon became apparent when the 

enemy commenced his air attacks on 
this country in 1940 that Fire Guards 
must form an important part of the coun- 
try’s defense organization. Under the 
Government’s schemes the first duty of 
the individual was to guard the business 
premises in which he was working. All 
men below the age of 60 have to do their 
turns of duty—Bank men on Bank prem- 
ises—the minimum number of hours per 
month so employed being 48. In addition 
to these duties, the majority of men and 
women also undertake Fire Guard du- 
ties in the locality where they reside. 

The Banks have made arrangements so 
far as possible to train their Fire Guards 
in the use of the Stirrup pump and, in 
some cases, the Trailer Pump. Instruc- 
tion is given in dealing with the varying 
types of incendiary bombs used by the 
enemy. 

Both in London and the large provin- 
cial towns, Bank men have in a number 
of instances, owing to prompt and untir- 
ing action; put out fires which might have 
resulted in destruction of Bank premises. 


Special Constabulary 


EFORE the War a number of Bank 

men were acting as Special Consta- 
bles, although their services were infre- 
quently utilized. At the outbreak of 
War, it was necessary to reinforce the 
Police Force, many of whom were Army 
and Navy Reservists and had to join 
their Units. while others were released 
for military service. A number of men 
from the Banks took up this work volun- 
tarily and had to undertake regular 
hours of duty, normally 48 hours per 
month. 

Periodically the Banks have to release 
them for certain day-time duties, but, 
generally speaking, their services are 

given after business hours. They carry 
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out usual police patrols or police station 
duties, but during the period of heavy 
air-raids they had to report to their 
Divisional Headquarters for the purpose 
of controlling crowds and assisting fire- 
men. 


Part-Time Work on Munitions 


CHEMES were inaugurated some 

time ago which enabled a number of 
men and women to undertake munition 
work during the week-ends, and this 
phase of service has become increasingly 
important. It will be realized that this 
work could only be organized to any large 
extent in the industrial areas where suit- 
able work could be made available. 


It is not possible to say how many 
banking men and women are employed 
in this manner, but the figure probably 
runs to several hundreds. When schemes 
of this description are operated, it is es- 
sential that there shall be continuity of 
labor during each week-end, otherwise 
the organization will break down. Wages 
are paid at the ordinary Trade Union 
Rates, which naturally vary according to 
the type of work which the skill and ex- 
perience of the individual enable him or 
her to undertake. 


War Activities of Bank’s Staff 


A recent survey of its employees by the 
Lincoln-Alliance Bank & Trust Co., Roches- 
ter, N. Y., brought replies from 351 as to 
the contribution they were making to the 
war effort outside of regular working 
hours. The box score, as released by Vice 
President Swayne Goodenough, shows the 
following, in addition to war bond activ- 
ities, drives etc.: 


Air raid warden 
Auxiliary Fireman 
Auxiliary Police 

Blood Donor (186 times) 
Canteen Corps 

Draft Board 

Factory part-time war work 35 
First Aid Classes 
Nurses Aid 

OPA Volunteers 

Plane Spotter 

Ration Board 





0U 


ATIO 





TRUSTEESHIP AND INSURANCE IN 
PENSION PLANNING 


Combination Serves the Client Best 


LAURENCE G. HANMER 
Actuarial Consultant on Pension and Other Employee-Benefit Systems, New York City 


T is my purpose to point out the cir- 

cumstances which have re-opened the 
door to you and the advantages you have 
in a contest for a fair share of what 
can be the most profitable type of new 
trust business today. 

One of the circumstances in your 
favor is that corporate employers who 
heretofore were unresponsive to the 
purely humanitarian aspect of employee 
welfare have been motivated on tax 
grounds to evidence interest in “pen- 
sions.” Another is the fact that cor- 
porate funds are available for that pur- 
pose, and the third and most important 
is that the war effort has created a per- 
sonnel situation which, from a “pen- 
sion” standpoint, cannot be properly 
handled with the conventional mechan- 
ism heretofore employed by the insur- 
ance companies. 

As trustmen you are also “in busi- 
ness”—the business of furthering the in- 
terests of your banks as to profits, and 
hence must be awake to the problem of 
properly merchandising your service. 
What you really have to offer is fiduciary 
service and nothing else. The problem 
is to convince potential clients who are 


large employers that fiduciary service 
properly rendered is all that is required 
to fulfill the broad objectives of a good 
Pension System if the client provides 
competent actuarial concepts in the de- 
sign of the system and in the allocation 
of funds to its maintenance. 

A noted actuary has made the broad 
statement that it costs the employer 
20% less to finance pensions through 
a trust than through insurance. I hesi- 
tate to go that far. I am more likely 
to err on the conservative side by say- 
ing that it will cost 10% less in a few 
instances and 50% less in a lot of 
others, but the reason I don’t is that 
comparisons of incomparable things are 
meaningless and the real purpose of a 
trust as a mechanism for pension fi- 
nance far transcends the “cost” angle. 
It can and should stand on its own feet 
irrespective of cost, and such cost ad- 
vantage as there is becomes pure velvet, 
be it 10% or 50%. 


The Tin Box 


HE simplest answer in the world to 
the “pension problem” is provided in 
the form of a tin box. That, together 
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with proper actuarial advice, is all that 
is needed as a mechanism for assuring 
the eventual pensioning of every indivi- 
dual employee when, as and if he hap- 
pens to become a pensioner. All that is 
needed to establish the result with that 
simple mechanism is to predetermine how 
much money has to be drawn out of the 
box and when. Once it is found practi- 
cal to make that predetermination it is 
obvious that there remains only the prob- 
lem of allocating to the box an equivalent 
aggregate in convenient amounts at con- 
venient intervals over the considered pe- 
riod. 

Substitute the words “Trust Com- 
pany” for “tin box” and the proposition 
is just the same, i.e. once a mechanism 
has been enlisted by the client to estab- 
lish, and reestablish from time to time, 
the number of potential claimants, the 
date of validity of the claim and its 
amount (in terms of what the conven- 
tional benefit formula proposes) it be- 
comes evident to the client how much 
money should come out of the trust over 
any given period of time. Knowing how 
much must be paid out, we know how 
much must be paid in—interest on that 
item serving as a credit and the trustee’s 
fee being a debit. Aside from the main- 
tenance of suitable records and accounts, 
the trustee’s obligation is standard in all 
respects—the receipt, custody and even- 
tual disbursement of the funds in the 
trust. Since hundreds of thousands of 
dollars up to tens of millions of dollars 
are involved in such undertakings de- 
pending on the “size” of the client this 
becomes profitable trust business in the 
truest sense. 


Distinguishing Insurance and Pensions 


T is one of the anomalies of the so- 

called “pension business” that corpo- 
rate trustees who are chartered to per- 
form a trust function and so serve in the 
conservation of the necessary funds to 
that end, hide their light under a basket 
and treat pensions as one of the inex- 
plicable mysteries of the world while in- 
surance agents and companies who are 
not chartered to undertake the conserva- 
tion of aggregate funds (not ear-marked 
for specific individuals) have gone forth 
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to stimulate interest in pensions and set 
themselves up as “insurers” of such un- 
dertakings. So active have they been 
that the word “insurance” is indelibly 
engraved on the public consciousness in 
disregard of the fact that “insurance” 
as such is the one thing that plays no 
part in a Pension Plan—whatever part 
it might properly play (together with 
hospitalization, accident indemnity or 
death-benefit) as a necessary adjunct to 
a comprehensive employee-benefit under- 
taking. 


The only people on a corporation’s pay- 
roll who can become pensioners get that 
way because they have not previously 
suffered whatever “insurance” is sup- 
posed to be for. No “pensioners” there- 
fore could have presented an insurance 
claim. If they had meanwhile died and 
so been claimants of insurance they 
could not have been pensioners; if they 
had become disabled and hence claim- 
ants under some other form of insur- 
ance they could not have remained in 
the active service of the employer to 
present a pension problem in their old 
age. The one thing of no individual 
value to the employee up to the date of 
his actually turning up as a “pensioner” 
is a pension policy. 


On the other hand every employee is 
exposed every day of his active career 
to the hazard of death or disability and 
only a few will survive those hazards 
(and the hazard of loss of his job) to 
actually become “pensioners.” The tin 
box technique or the trust is supposed 
to provide a mechanism for providing 
“pensions” to pensioners, and that is all. 
Those who die along the road or those 
who leave or become disabled cannot 
become pensioners—they don’t want and 
should not have pensions “bought for 
them” only to be cancelled off as they 
die or leave. It is perfectly proper to 
“insure” the lives or the health of all 
the people while they are active em- 
ployees—it is in fact almost imperative 
that this be done in the name of satis- 
factory employment relations—but that 
has nothing to do with the financing of 
“pensions.” Pensions should be financed 
in terms of the survivors only—insur- 
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ance is the coverage needed for those 
who do not become survivors. 

Trust companies have the only prac- 
tical answer to the proper financing of 
pensions—insurance companies have 
the only practical answer to the neces- 
sary coverage of those who do not be- 
come pensioners. Only the inertia and 
disinterest of the trustmen has left the 
field to the insurance companies to un- 
dertake the performance of a psuedo- 
trusteeship in the name of insurance for 
the purported conservation of funds al- 
located to pensions. 


The Trust Function 


HAT you offer is fiduciary service 
and nothing else. Considering for 
the moment that the primary corporate 
objective is only to “pension” the sur- 
vivors when they reach 65, it is neces- 
sary to know two things—(a) how 
many, (b) how much. Management can 
agree in advance “how much” they 
want each survivor to get—for instance, 
“half-salary” for life. Let us also as- 
sume that a competent actuary can de- 
termine “how many.” Suppose, for ex- 
ample, the actuary determines that 100 
people will survive to retirement within 
the next 20 years, and $100 per month 
on the average is agreed upon as “half- 
salary.” Then, since the average man 
will live some 150 months after retire- 
ment, the “cost” of pensioning the peo- 
ple from that situation over the next 
20 years would be 100 x 100 x 150 or 
$1,500,000. 
Those “pensioners” may emerge from 
a 500-cell industrial battery, and no- 
body can tell who they will be. Hence 
the financing problem turns to trustee- 
ship. It reduces itself into the creation 
of a trust into which moneys may be 
allocated from current operations as 
part of the cost thereof and in actuarial 
balance with the rate of depreciation of 
the cells so that whenever one of them, 
whichever one it may be, wears out 
there will be enough money on hand 
from the fruits of that individual’s pro- 
duction to effect his retirement. 
The trust function is then one of re- 
ceiving, conserving and finally disburs- 
ing the money as occasion may arise, 
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and so long as $1,500,000 finds its way 
into the trust during the 20 years, it is 
relatively immaterial at what intervals 
or in what unit amounts the deposits 
are made, so long as the balance is al- 
ways in material excess of the current 
demand. It is this latter element of 
relative adaptability to the vicissitudes 
of corporate earning power which dif- 
ferentiates the trust from a premium- 
paying insurance contract. 


To the degree that it is deemed sound 
business to avoid firm commitments in 
allocating a fixed annual sum to general 
depreciation reserve, it is good business 
to avoid fixed annual stipulated payments 
to pension reserve. While general de- 
preciation reserve constitutes a book- 
keeping item in practically all instances, 
pension responsibilities—if they are to 
be accepted as a legitimate operating 
expense—have to take the form of an 
actual disbursement of funds under 
conditions which render them irrecover- 
able. That is accepted as a legitimate 
and proper characteristic of any genu- 
ine pension trust, the trustor merely 
reserving the right to determine the 
time and amount of such allocations. 

Since it is an impossibility at the in- 
ception of such a trust to name the 
beneficiaries, the trust becomes what 
may best be termed an “annuity pur- 
chase fund” under which it becomes 
mandatory upon the trustee within the 
sufficiency of the fund to purchase or 
provide annuities for such members of 
a specified group as may fulfill the re- 
quirements of the Plan when they have 
fulfilled them as certified to by the em- 
ployer. Hence no purchases will be 
made or funds withdrawn from the 
trust for any but the relatively few sur- 
vivors. 


Insurance Type Contrasted 


NDER the insurance company plan, 
the employer sets out to buy an 
annuity for every covered employee 
whether he may ever become a pension- 


er or not. In an industry calling for a 
normal staff of 500 people, some 1,500 
names will be on that payroll over a 30 
year period in which less than 200 may 
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become pensioners. So, on an insured 


basis more than 1000 annuities will be 
bought upon whose cancellation the em- 
ployer will suffer a loss due to the 
necessary “loading” factor. 


It should sound like sense to any 
reasonable business-man to merely 
trustee the funds with which to buy 
the necessary 200 annuities when and 
as occasion arises, and tie up no money 
in those of his employees who do not 
truly “rate” a pension. (Do not con- 
fuse “pension” with a bonus or a profit 
share—all may rate a bonus or profit 
share, but only a retiree rates a pen- 
sion.) One great difficulty lies in the 
fact that the answer is not clearly to be 
defined in black and white. An insured 
plan is not all bad, nor is a trusteed 
plan all good. From the client’s point 
of view, proper use of the mechanism 
of an insurance company is better than 
any use that can be made of the trust 
company alone but a combination of 
trusteeship with suitable insurance is 
better than either. 


Best for All Concerned 


N conclusion, let me suggest that it is 

unlikely that trustmen or trust com- 
panies who want to secure profitable 
pension trust business will do anything 
about it. It is foreign to them and they 
have no active “sales department” to 
promote the business. On the other 
hand, in every community there are in- 
surance agents with plenty of motive 
to stir up interest in “pensions,” and it 
is possible that some trust companies 
will find some insurance men who will 
be amenable to the idea that the best 
interest of a client lies in the proper 
trusteeship of pension funds. Those 
men, if they are good insurance men, 
can be brought to the realization that 
it is important to “insure” the non-pen- 
sioners where the real need for their 
service lies. They may even be pre- 
vailed upon to realize that for every man 
who becomes a pensioner there will be 
at least five who will not. 


Most stable pension undertakings in 
recent years have been underwritten by 
one or another of the four big “Group” 
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Companies on what is known as a 
Group Annuity. Negotiation of that 
highly technical business has been un- 
dertaken by salaried representatives of 
the companies with relatively little fi- 
nancial advantage to the agent in the 
case. Practically all life agents serve 
what is known as the “Ordinary De- 
partment” and concern themselves with 
the sale of individual policies. They 
have tried unsuccessfully to tie those 
policies into “pension plans.” They 
have no policies which, applied to a 
group of people, economically solve the 
pension problem, but they have a policy 
which, properly co-ordinated with a 
trusteed annuity-purchase fund, makes 
the best employee-benefit and retire- 
ment system in which an employer can 
invest his money. 

Hence, it lies with the right kind of 
insurance man to cooperate with the 
trust company—not to compete with it— 
and to use every reasonable effort to 
make a client see the utility of “insur- 
ance” in the instance of all of his em- 
ployees for the remaining time of their 
useful lives and so long as they may be 
concerned with what might happen to 
them if they do not become pensioners, 
and assist in a suitable trust arrange- 
ment through which moneys can be con- 
served and applied to the needs of the 
minority who do become pensioners, 
after which time life insurance as such 
has outlived its utility. 

Whether or not insurance men and 
trustmen can be persuaded to become 
good bed-fellows remains to be demon- 
strated. At least the best interest of 
the client lies in that direction; so does 
the best interest of the trust companies 
and, believe it or not, the best interest 
of the insurance agent. He can and 
will make a lot more commission that 
way; he will have been a party to a deal 
that really satisfies the client and he 
will have been a party to a Socially de- 
sirable undertaking from which the 
families and children of the employees 
concerned will get an infinitely better 
break than they would get if he had 
played a lone hand and had “sold” pen- 
sion policies as they are listed in his 
rate-book. 
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REPORT FROM ALGIERS 


Post-War Views from the Front 


S. SGT. GEORGE M. HAKIM 


It is often being remarked as singular that so many of the men and 
boys, in the midst of combat service, are so keenly interested in affairs back 
home. Here is a snapshot of some rather typical attitudes, with a glance 
at trusteeship, as written to Trusts and Estates by its assistant-editor-on- 
leave, now on the editorial staff of Stars and Stripes (Africa).—Editor’s 
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Note. 


MOTIONS long pent-up, nerves 

frayed and worn after six months of 
hard bitter fighting, our victorious Amer- 
ican troops stormed the city of Algiers 
for the second time today on their way 
back from the hard-won djebels and 
wadis of Tunisia. 


Pandemonium broke loose as _ this 
rugged, battle-worn body of GIs took 
over the town—and no one begrudged it 
to them, the soldiers and civilians of Al- 
giers stepped aside and let them have 
their fling. And what a furious, concen- 
trated fling it was! 

At one spot the bartender couldn’t 
serve them up fast enough so a couple of 
impatient American soldiers stepped be- 
hind the bar and began putting them out 
with an alacrity and finesse that made 
the ancient bartender grab his head be- 
tween his hands and shake it in wonder. 
Price was no object and these boys would 
often throw down on the counter two or 
three times the cost of the drink; there 
was no time for mathematics. Soon Al- 
giers, that fabulous city made famous by 
a guy named Boyer and a gal named 
Lamarr, would be just a memory. This 
was their day, and they were here to 
make the most of it. 


TALKED with one of the make-shift 

bartenders, Joe Clarke of Boise, Idaho. 
While he dispensed a double “vin rouge” 
to one of the boys he told me he used to 
work in a garage back home. “I was a 
mechanic, and a damn good one too. 
When war came I joined up. I asked for 
Overseas service and some action. I got 
both.” 

I asked him what kind of a world he 
wanted to go back to and what he thought 


of all this talk about “winning the peace.” 
Joe’s response was typical and direct: “I 
want to go back to my old job, to my 
family and my girl. I want to go back 
to the old life, a place where we can have 
all those liberties we’re over here fight- 
ing for. That’s all—period. All those 
discussions about winning the peace are 
okey. Some day this war is going to end 
and when it does it’s going to be sudden. 
We don’t want to get caught with our 
pants down again. The folks back home 
can count on us winning the war. I hope 
we can count on them to win the peace.” . 


I walked down to the Red Cross Club 
where hordes of men milled about in 
search of excitement. It was no job at 
all to pick out these combat troops. In 
sharp contrast with the clean, neat, al- 
most militarily dandyish appearance of 
the permanent party men, these boys for 
the most part had dirty faces and needed 
shaves, wore dirty, mud splattered leg- 
gings. Wrinkled shirts, open at the neck, 
drew smiles from the usually dour and 
demanding MPs who ordinarily would 
clamp down on you “toute de suite” if 
you dared appear on the street without 
a tie. But it was their day and the MPs 
weren’t going to spoil it for them. They 
had been through hell—and come back. 


Spotting a group of five comparatively 
sober-looking GIs standing on the corner 
I approached with some misgivings for 
my next interview. I didn’t want to swing 
right to the point so I asked them what 
kind of a time they were having. They 
had had enough and were about ready to 
give Algiers back to the Arabs. That 
was my cue. I told them I worked for 
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T&E and was interested in finding out 
how many of them had made wills. Out 
of the five only one had, the others said 
they didn’t have anything worth leaving. 
The one who had, candidly revealed that 
he had accumulated $15,000, all of it in a 
savings account. I asked him if he had 
ever heard of trust service or knew what 
the job of a trust company was. 


“Sure I know what trust service is... 
That’s for the millionaire fellows who 
have banks manage their money for them 
after they die so that the wife and kids 
don’t blow it all.” 


There’s a boy who knew what trust 
service was. What he didn’t know was 
what the trust companies had failed to 
teach him, that trust service had got off 
its high horse and was being adapted and 
designed to serve the Joe Smiths and the 
Bill Browns of America. He was still 
under the impression that you had to 
have a big part of Fort Knox to set up a 
testamentary trust. He and most every 
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other fellow. Some day they’ll be back 
to work and vote and run businesses. 

Which brings me to the point that it’s 
well enough to democratize trust service, 
but unless there’s an effective, intelligent 
program to tell the man in the street 
about it, public interest in trust business 
will be about 99-44/100% pure indiffer- 
ence or worse. That’s a poor basis for 
post-war building. 


0 
F. A. A. Meeting in October 


Adopting the descriptive phase, “Collec- 
tive Thinking for Individual Action,” the 
Financial Advertisers Association will hold 
its 28th annual convention at the Edgewater 
Beach Hotel on October 19-21st. General 
Chairman is Lewis F. Gordon, 1st vice presi- 
dent of the Association and vice president 
of the Citizens & Southern National Bank, 
Atlanta, Ga. Chairman of the Program 
Committee is Robert Lindquist, advertising 
and publicity manager of the American Na- 
tional Bank & Trust Co., Chicago, and a 
director of the F. A, A. 


Se 


Massachusetts Trust Funds Gain 


Assets held by trust departments in 47 
Massachusetts trust companies increased to 
$1,206,641,000 as of June 30, 1943, from 
$1,193,218,000 as reported to the Commis- 
sioner of Banks on December 31, 1942. In- 
vestments in stocks continued to represent 
slightly less than 50% of total portfolios. 


ee os 


EDITORIAL 


(Continued from page 130) 


the will or deed of trust. These are the 
men who, along with the financial part- 
ner of the corporation’s counsel, are re- 
lied on to keep the busy business execu- 
tive in the know on money matters. Al- 
ready versed in techniques of dollar 
diplomacy for corporate estates, they can 
the more readily appreciate its applica- 
tions to the private estate, given a help- 
ing hand by the fiduciaries. What have 
we got in common that would make the 
subjects of good ads or direct mail? Look 
at the titles in their trade journals, just 
as you would in designing copy for any 
special appeal. 
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A TRUSTEE TELLS ALL 


OMETHING definitely new has been 

added to trust publicity and belongs 
in the fiduciary hall of fame. Far more 
than an attractively presented selling 
piece, it is a philosophy of trust man- 
agement that packs a wallop. The phil- 
osopher and lethal puncher, i.e. the 
corporative author, is the National 
Trust Company, Limited, of Toronto, 
Montreal and points west in Canada. 

Against a gray-and-white checker- 
board are illustrated spots of a “Dairy 
Farm,” “Dredging,” “Telephone Com- 
pany,” Bakery” 
and so on. The 
title itself throws 
off no sparks, but 
the checkerboard 
says to the eye, 
“Turn over.” In- 
side we find the 
checkerboard mar- 
ginally continued, 
depicting Livestock 
and a Paving Com- 
pany, a Circus and 
a Furniture Fac- 
tory, a Railway and 
a Dry Goods Store; 
and across the fac- 
ing pages is 
spread: “SOME 
OF THE THINGS 
THAT WE HAVE 
DONE—As Execu- 
tor, Trustee, Re- 
ceiver and Mana- 
ger.” 

Pops out here the small enclosed 
folder that serves as forwarding letter, 
describing what is behind the booklet 
—with such art and economy that we 
quote it in full: 


Telephone Company 


> 


Dairy Farm 


“The illustrations on the cover and 
margins of the accompanying booklet are 
not, there for decorative purposes only. 
They tell a story of the hundreds of busi- 
ness enterprises that National Trust 
Company has been connected with in one 
capacity or another. Some are being 
managed by us as executor of the estate 


ee 
NATIONAL TRUST 


Trust New Business Column 


of the principal shareholder, some have 
been appraised by us for the owner and 
sold, some have been conducted by us as 
receiver and manager during certain 
phases of their existence. In all they 
tell a story of endeavor and achievement 
on our part of which we are justifiably 
proud. 


“We were somewhat surprised ourselves 
when we classified these enterprises un- 
der certain broad headings and found 
that there were over seventy such head- 
ings needed to accommodate them, not 
to mention sub-headings. Seventy differ- 
ent classes of busi- 
ness cover a lot of 
commercial terri- 
tory. 

“None of these 
sketches represents 
any flight of fancy 
on the part of the 
illustrators. They 
were given a list of 
actual case histories 
to choose from. 
Some may be a little 
more colorful than 
others. For instance, 
there is a sketch of 
a circus. We did 
have a circus for a 
time. We once man- 
aged a railroad. If 
there is a picture of 
a steam roller, or a 
gallery of objets 
dart or an elevator, 
it is because we are 
actually managing 
or have managed the 
affairs of a paving business or an art gal- 
lery or a grain company. 

“You may protest, ‘the National Trust 
Company doesn’t know anything about 
my particular business!’ Our answer is 
that if we act for you we soon will. 
Where else can you readily obtain the 
advantages of the experience accumulated 
by a trained, full-time personnel, backed 
up by a group of directors who are out- 
standing in their own vocations and who 
are anxious and ready to co-operate? 
Who would know better where to go for 
expert advice if it were needed? 

“If you regard Trust Company work 


» COMPANY, LIMITED — 
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as dull and unimaginative this is an at- 
tempt to dispel such an illusion. We don’t 
think it is dull and unimaginative. On 
* the contrary we think our work is inter- 
esting and we are interested in it. 

“A businessman for whom we nego- 
tiated an eminently successful transaction 
asked if there were not some way in 
which we could get across to the public 
the possibilities of the service we have 
to offer. 

“This is one of the ways.” 


The booklet carries a true ring of en- 
thusiasm. “Some Of The Things That 
We Have Done” included, e.g., manage- 
ment of a large paving company: “Cir- 
cumstances required the winding up of 
the business but, first, contracts in pro- 
gress had to be completed. Next, the 
problem of a considerable inventory of 
materials on hand was solved by secur- 
ing fresh contracts until a successful 
conclusion was reached.” 


Again: 


“Our experience stood us in good stead 
when, as executor, we assumed control 


Careful management 
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of a business operating a wholesale de- 
partment and a chain of retail stores 
which had been hard hit by the depres- 
sion. We had a firm of business organ- 
izers examine the whole set-up of the 
company and, as a result, radical changes 
were made in management and the loca- 
tion of the stores. The business has de- 
veloped substantially on a profitable 
basis.” 


Topping the inside center pages of 
the booklet is the caption, “Your Es- 
tate ... and Taxes;” and below is an 
excerpt from a report by the General 
Manager to the shareholders at their 
last annual meeting, protesting an 
amendment to the Canadian Income War 
Tax Act which, as he cites figures from 
the Trust Company’s experience to 
prove, “has trapped only the dependents 
of dead people ... with fantastic re- 
sults.” This is apart from the thread 
of our argument save only that it 
proves: pussyfooting is no part of “Na- 
tional’s”’ policy. 


Then the double-page spread, “Some 
of the Things That They Have Said.” 
Here the checkerboard re-appears, with 
pictures of Manufacturer, A Widow, A 
Business Man, Engineer—and others, 
with testimonials of satisfaction and 
gratitude. The testimonials lack excite- 
ment; there was no ghosting. 


The Implication: What Story Can 
WE Tell? 


S there any ‘trust company in the 

United States that could stand spon- 
sor for this booklet? Seventy categor- 
ies of business under management! We 
read speeches and articles about the 
perils of close corporations... “Seventy 
Ways to Avoid” the direct management 
of enterprises . . . caution is breathed 
with every word . . . even proxies are 
to be handled with insulated gloves. 
“You know,” says the candid Trust Of- 
ficer, “we don’t want responsibilities... 
don’t want to do any more than we have 
to... we are not geared for that.” So 
renounce . . . throw the responsibility 
on the donor... on an individual co- 
trustee.” 

This seeming timidity and indiffer- 
ence has its defenders and its valid de- 
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fenses. The pros and cons revolving 
about trustee management of family 
businesses are too complex for dismissal 
in a paragraph or a column. Perhaps 
the answer is, after all: institutional 
trusteeship separated (but voluntarily!) 
from commercial banking; perhaps, as 
a practical substitute, some segregation 
of capital funds ear-marked for trust 
liability. We can well understand the 
fear of the commercial banker that his 
structure may be pulled down by the 
improvidence of that wistful poor-rela- 
tion, the Trust Department. 


Not that the National Trust Company 
has done badly. It is strictly a trust in- 
stitution. In the booklet from which we 
have not yet ceased to quote it reveals 
its successful self-management in ex- 
plicit figures. Out of $318,232,156 of 
total resources, it holds as Executor, 
Trustee and Agent $293,839,558. Last 
year it earned, before taxes, $456,324, 
from which it paid dividends of $240,- 
000 and added $51,683 to surplus. 


It tells its policy, too: 


“Tt is our firm conviction, based on 
long experience, that possessors of mod- 
erate means should avail themselves of 
the benefits of experienced corporate ad- 
ministration and we welcome such ap- 
pointments. A recent analysis of the 
number of new Estates, Trusts and Agen- 
cies in our Estates Department shows: 


“$25,000 and under 

$25.001 to $76,000 
$75,001 to $150,000 _...- 
Over $150,000 


No lack of candor, here, and a visual 
demonstration that small trusts are 
truly welcome. 


Preachment will be brief. This Can- 
adian trust company has met problems 
which are in no wise new to trust com- 
panies in the United States. But it has 
not stepped aside to let the problem pass 
by, as many of us have done—as many 
outspokenly advocate. Management of 
family businesses and management of 
small trusts, these are the tests of our 
survival as trust institutions. While 
skimming the cream, we have forgotten 
that there is more variety of nutriment 
—and less fat—in the milk. Study of 
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the methods others have found success- 
ful in the solution of these problems is 
imperative to us. 


Trust Division Officers 


The new officers of the Trust Division, 
California Bankers Association are: Chair- 
man, H. M. Bardt, vice president and trust 
officer, Bank of America, Los Angeles; Vice 
Chairman, E. S. Lawrence, trust officer, 
Crocker First National Bank, San Francisco; 
Treasurer, A. G. Reader, trust officer, Union 
Title Insurance & Trust Co., San Diego. 


—— 


Grand Rapids, Mich.—The MICHIGAN 
TRUST CO. is named receiver for the 
American Home Security Bank, to suc- 
ceed an attorney. State Bank Commission- 
er Nelson, in making the announcement, 
stated that the change was considered as 
an “economy move.” 


Lhe Westi Sargest 
Trust Company 


SECURITY-FIRST 
NATIONAL BANK 


OF LOS ANGELES 


Member Federal Reserve System 
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TRUSTEES AS BUSINESS MANAGERS 


Experience and Contacts Give Fiduciary Advantages 
in Preserving Corporate Values 


FRED R. MacKELCAN, K.C. 
Counsel, Corporation Trust Dept., National Trust Company, Ltd., Toronto, Canada 


Business failures due to “financial causes” have long been one of the 
major sources of loss to investors, as well as an upsetting factor in the 
industrial world. Liquidation of small corporations and family businesses 
in estates has been another unsettling influence. As basic parts of our 
system of free enterprise, and often the most important part of private 
estates, the avoidance of bankruptcies or sacrifice liquidations is doubly 
important to fiduciaries. The comparison of the Canadian practice of 
trustee receivers and reorganization managers with the custom of liquida- 
tion prevailing in the United States should be suggestive. The coordina- 
tion of corporate and personal trust facilities and investment experience, 
as described in this article, offers a constructive solution which larger trust 
institutions in the States might well consider as a principal plank in 
their “post-war planning” program.—Editor’s Note. 


N these days, when the principal have to do more than appraise the 
assets of many estates consist of efficiency of an existing management 
large interests in, or even control of, and bring about changes where such 
various kinds of businesses, executors are necessary, but even here the ef- 
and trustees are increasingly faced fectiveness of its supervision and in- 
with the problem of the efficient man- tervention will be increased by its 
agement of such businesses. While own experience in the field of direct 
there are so many cases in which the management. 
iary must itself take on 
ars of a testator’s Realization by the public of these as 
business, it is, of course, of great im- "rma! functions should do much to 
2 , enhance the prestige of, as well as gain 
portance that it should have the will- new business for, the corporate fidu- 
ingness to do so, at least temporarily, 


ite 2 ciary. Testators would feel that there 
and the necessary organization, ex- was no pressure upon them to provide 


perience and capacity. In the ma- for forced sale or liquidation of business- 
jority of cases it will probably not es controlled by them or in which they 
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had a large interest; or be confined to 
selection of individual fiduciaries. By 
selecting a Trust Company already ex- 
perienced in the managerial field and 
willing to accept the responsibility of car- 
rying on his business, if necessary, or of 
exercising watchful and effective super- 
vision if direct management should re- 
main in other hands, a testator can look 
to the indefinite continuation of the busi- 
ness, with the success of which his es- 
tate is so deeply concerned. It is quite 
natural that the testator may desire to 
keep the business in the family, and 
expert assistance would be welcome. 


Flexibility of Managerial Skill 


N every hand are striking proofs 

that organization is the key to suc- 
cessful operation of enterprises of sub- 
stantial size and that there are funda- 
mental principles involved in the suc- 
cessful conduct of business which are 
of general application and more vital 
than individual skill and experience in 
a limited particular field. Thus we see 
that competent business organizations 
can successfully switch their activities 
from one specialty to another or extend 
them into new fields. Large scale man- 
ufacturers of certain products have 
been forced, under war conditions, to 
turn to the manufacture of entirely dif- 
ferent products. The success attained 
in these and other instances has been 
due to the application of sound busi- 
ness principals coupled with obtaining, 
where necessary, the specialized assist- 
ance that may be required. 

The National Trust Company has 
found that its experience in the field of 
corporate trusts has been of substantial 
benefit in dealing with the managerial 
problems which arise in personal es- 
tates. These activities include liquida- 
tions and bankruptcies, but the most 
important and those involving the larg- 
est amounts are the cases in which we 
have acted as receiver and manager of 
large businesses. 

During a period of many years we 
have, in such capacity, managed many 
businesses, including iron and _ steel, 
nickel and copper, light and power and 
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pulp and paper businesses, land com- 
panies, hotels and office buildings and 
various manufacturing concerns, in- 
cluding steelware, building materials, 
commercial vehicles, etc. Some of the 
largest of these receiverships have been 
those of the British America Nickel 
Corporation, Dominion Iron & Steel 
Company Limited, Great Lakes Paper 
Company Limited, The Mexican Light 
& Power Company Ltd. and Western 
Steel Products Ltd. 


Receivers of Going Concerns 


HESE receiverships have the same 

legal character as those of Great 
Britain and differ fundamentally from 
the American equity receivership. With 
us the appointment of a receiver with 
power ‘to manage (commonly referred 
to as a “receiver and manager”) is 
made in an action brought by mort- 
gagees (i.e., indenture trustees for 
bondholders) to enforce the security 
created by the mortgages. These bond 
mortgages practically always cover all 
the assets of the mortgagor corporation 
by way either of a fixed or floating 
charge and thus include its undertak- 
ing as a going concern. 


Heavy loss would nearly always be 
sustained if the company’s assets had 
to be broken up and sold piecemeal on 
a liquidation basis, and thus it becomes 
imperative to endeavor to make the 
company a profitable enterprise. Con- 
sequently the provision of managerial 
service of a high order is a first and 


We thank our friends in 
other States for the many 
customers who have come to 


us on their recommendation. 
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fundamental requirement as, unless it 
can be established with a degree of rea- 
sonable probability that operating 
earnings can be maintained in substan- 
tial volume in the future, no mere cap- 
ital reconstruction can save the situ- 
ation, nor could additional financing be 
obtained. 


Most of our appointments as receiver 
and manager have been made by our 
Courts in various Provinces of Canada 
in cases where we were the indenture 
trustee and had brought action for the 
enforcement of the security. The fact 
that this practice has continued over 


many years would seem to be sufficient: 


indication of its soundness. 


The Indenture Trustee in 
Reorganizations 


PART from cases in which actual 
enforcement proceedings have been 
taken, we have also, as indenture trus- 
tee for bondholders, participated in 
many reorganizations effected through 
meetings of bondholders. In most of 


these cases we have investigated the 
situation, participated in the prepar- 
ation of the reorganization plan and 


recommended its acceptance to the 
bondholders. It goes without saying 
that in such cases consideration of the 
efficiency of existing management and 
of the steps to be taken, where neces- 
sary, to improve it have been matters 
requiring most careful consideration on 
our part. 

A few of the larger reorganizations 
of the above mentioned character in 
which we have participated as inden- 
ture trustee are those of Barcelona 
Traction, Light & Power Company Ltd., 
Lake St. John Power & Paper Company 
Ltd., Burns & Co. Ltd. (large Canadian 
packers), Montreal Tramways Com- 
pany, Mexico’ Northwestern Railway 
Company, Mexico Tramways Company, 
Monterey Railway, Light & Power Com- 
pany, Pachuca Light & Power Com- 
pany, Puebla Tramway, Light & Power 
Company and Port of Para, the latter a 
large company which operated the port 
works at the mouth of the Amazon. 

In most of the receivership cases, re- 
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organization also ensued, we partici- 
pating both as indenture trustee and re- 
ceiver. 


Proper Role for Fiduciary 


HE amounts involved have been 
large, aggregating several hundred 
millions of dollars, and this fact has 
enabled us to give adequate time and 
effort to the managerial problems and 
to maintain an adequate organization. 


There necessarily are a certain num- 
ber of cases in which, owing to the in- 
ability to save the business and to real- 
ize anything substantial out of the as- 
sets, the trustee or receiver may get 
nothing at all or even be out of pocket. 
Where, however, the business is satis- 
factorily reorganized, substantial fees 
are readily procurable. Often these 
fees have to be fixed by the Court, but 
our Courts will generally award 
amounts that have been agreed upon 
with responsible parties, such as bond- 
holders’ committees and the reorgan- 
ized or successor corporation. There 
is no percentage rule that is applicable; 
the bases which our Courts have laid 
down are work done, responsibility as- 
sumed, amounts involved and results 
obtained. In our experience it rarely 
happens that there is any contest. 


In our view these developments are 
natural and appropriate in the case of 
any corporate fiduciary willing to ex- 
tend its activities widely into the field 
of business management, and we be- 
lieve that there are many reasons why 
an experienced and properly staffed fi- 
duciary should be able to render ser- 
vices of high quality in this field. 


Coordinating Departmental Experience 


ET us take, in the first instance, the 
case of a receivership of a large en- 
terprise. Obviously one of the first things 
the receiver has to do is to endeavor to 
determine what has brought about the 
financial difficulties of the company. 
There may be several such causes: over- 
capitalization, over-expansion, poor 
management, obsolescence, changes in 
markets or tariffs, labor difficulties, 
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etc. Sometimes the troubles may pri- 
marily affect the whole _ industrial 
group of which the company is a part; 
in. other cases the troubles may affect 
the company only. 

The experienced corporate fiduciary, 
acting as receiver and manager, should 
be in a particularly good position to deal 
with this preliminary and fundamental 
problem. Its long familiarity with all 
kinds of corporate accounts enables it to 
study the company’s figures over a period 
of years and extract from them enlight- 
enment as to the course of events and 
the factors which have brought about 
the changes in the company’s earning 
position. Its familiarity with large 
numbers of corporate balance sheets 
helps it to appraise the effect on the 
business of the company’s capital struc- 
ture. 

Its wide activities in the field of in- 
vestment, conducted under the super- 
vision of a constantly functioning In- 
vestment Committee with the assistance 
of its Statistical Department, give it a 
knowledge of, and a sense of perspec- 
tive and proportion in, the field of en- 
terprise generally, thus enabling it to 
appraise the relative forward or retro- 
grade tendencies in the particular 
branch of business. 


The corporate receiver is in a unique 
position to form a sound conclusion as 
to the future prospects for the com- 
pany, given good management and a 
sound capital structure, and to deter- 
mine the fundamental causes of the 
company’s financial difficulties. 


Essentially, the problems which con- 
front the corporate fiduciary in these 
respects are the same, whether the bus- 
iness: involved in the situation is in re- 
ceivership or in process of reorganiza- 
tion or whether it is a sound going con- 
cern which forms part of the assets of 
an estate. In all these cases the funda- 
mental necessity is to make the sound- 
est possible estimate of the potential 
future earning power of the business. 


Value of Continuing Relations 


E come now to the second phase: 
what should be done to ensure 


155 


maximum earning power for the bus- 
iness in the future? Taking the specific 
illustration of a receivership, the cor- 
porate trustee has a head start on the 
basis of conclusions it has already 
reached as to the causes which contri- 
buted to or brought about the difficul- 
ties. Management may have reached 
the conclusion that the trouble was 
rather with general policies or with the 
organization of management than in re- 
gard to individual capacities. 

Just as the doctor gains by his exper- 
ience so does the corporate professional 
receiver. It knows, for example, that 
there may be excellent material in the 
company’s existing personnel which 
only has to be advanced and supported 
in order to improve operations, or that 
it may be necessary to bring in a new 
operator from outside. It knows that 
it may discover weaknesses on the pro- 
duction side, coupled perhaps with a 
poor system of cost accounting, that it 
may find inventories padded with obso- 
lescent parts, that large amounts of ac- 
counts receivable may be uncollectable 
owing to a poor credit system, that the 
selling end has been inefficiently oper- 
ated, etc. The list of possible weak- 
nesses could be indefinitely extended, 
but here again past experience in other 
cases of business sickness will be a 
real help. 

Again it will be noted that these re- 
ceivership problems are not different in 
kind from those involved in personal 
estates. It may often happen that the 
death of the testator will give rise to 
an acute situation in regard to the man- 
agement of his business and his exe- 
cutors may find it necessary to take im- 
mediate steps to strengthen the man- 
agerial position even if an early liquida- 
tion of the business should be desired. 


Special Advantages 


HATEVER the extent to which 

the corporate fiduciary partici- 
pates, from taking over direct charge of 
operations to a mere exercise of share- 
holding control, coupled with close 
supervision of the management, it en- 
joys very considerable advantages, for 
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example, in obtaining the best expert 
advice on general or specific features of 
the problem. Sometimes it will obtain 
this from one of its own Departments 
as, for example, its Real Estate depart- 
ment, where the business involves oper- 
ating an office building or an apartment 
house, or even a farm. In any case, 
where it is necessary to bring in new 
executives from outside, the extensive 
personal contacts of its own Board of 
Directors and staff and others whom it 
can approach, provide an excellent op- 
portunity for choosing the best ma- 
terial. 

In receiverships the corporate ‘re- 
ceiver must, of course, amongst other 
things, discharge the functions of the 
company’s Board of Directors, dealing 
with broad general policies such as ex- 
pansion or retrenchment, capital ex- 
penditures and the like. In addition 
the corporate receiver is frequently 


able to play a direct and important part 
in the conduct of the business, such as 
in obtaining orders, negotiation of large 


contracts, etc. The corporate receiver 
may also make valuable contributions 
in presenting the case of the particular 
business to legislative or other bodies 
in respect of actual or proposed laws 
and regulations that might unfairly 
burden or restrict the operations of the 
business, or it may join with others in 
the same field of enterprise in making 
such representations, thus relieving 
those in charge of day to day operations 
of large demands upon their time and 
preventing them from being required 
to deal with non-operating problems 
with which they are not familiar. 


In the majority of cases direct man- 
agement duties will be involved. How- 
ever, the experienced corporate fidu- 
ciary will be in an advantageous posi- 
tion regarding the supplying of four 
vital and fundamental services, namely 
—sound appraisal of the actual and po- 
tential value of the business involved; 
securing of efficient management; 
careful supervision of the conduct of 
the business by the management, and 
effective support and cooperation with 
the management. 
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Simplified Cost Accounting for 
Small Trust Departments 


The problem of ascertaining operating 
costs per trust account in very small trust 
departments has been reduced to simple 
terms by the Committee on Costs & Charges 
of the Trust Division of the American 
Bankers Association. In the July-August 
issue of The Trust Bulletin is published the 
suggestion of the Committee, of which W. 
Elbridge Brown, vice president and trust 
officer of the Clearfield (Pa.) Trust Com- 
pany, is Chairman: 

“(1)- Determine the cost of operating 
the trust department as a whole using the 
system recommended by the Trust Division, 
or some other acceptable system; (2) di- 
vide this total cost in two; (3) apportion 
one-half of the total cost among the trust 
accounts by the volume of their trust as- 
sets; and (4) apportion the remaining one- 
half of the total cost among the trust ac- 
counts by the number of investment items 
in the accounts. 

“For example, suppose it costs $10,000 a 
year to operate the trust department. The 
department has 150 accounts totaling 
$5,000,000, with 1,000 investment items. 
The account to be cost analyzed has 
$25,000 in trust assets and 10 investment 
items. 

“The annual cost of administering this 
account, according to the method suggested, 
would be arrived at as follows: 


25,000/5,000,000ths of $5,000 (% of 
the total cost of operating the de- 
partment) 

10/1000th of $5,000 ( 
cost of operating the department) - 

Total annual cost of administering 
the account 


“It is thought that this rule-of-thumb 
method of determining costs, while not 
scientifically precise, nevertheless in most 
cases is reasonably accurate.” 

In the same issue is an article by William 
J. Weig, Assistant Secretary of the Guar- 
anty Trust Company of New York and a 
member of the Costs & Charges Committee. 
This article, describing methods applica- 
ble to somewhat larger departments, but 
limited to departments having trust assets 
of less than $10,000,000, adopts the same 
principle of apportionment by investment 
units and values. The procedure Mr. Weig 
outlines is explicit and practical; reference 
is made to the article for details. 
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ACCOMPLISHMENTS OF JUNIOR ADVISORY BOARD 


MARK F. CONNOR 
Chairman, Junior Advisory Board, Equitable Trust Co., Wilmington, Del. 


HE Junior Advisory Board of Equit- 

able Trust Company, Wilmington, 
Del., was organized on November 12, 
1941. The organization’s structure is 
patterned largely after a similar organ- 
ization that has operated so successfully 
at the Equitable Trust Company in Bal- 
timore, Md.* 

Prior to the creation of the Advisory 
Board, matters affecting our employees 
were largely an individual concern via 
the usual departmental head route. Such 
activities as an annual Christmas party, 
picnics, etc. usually originated through 
the energy of two or three employees 
who had been in our employ for some 
time and, in the main, were very satis- 
factorily handled. However, with the 
growth of our staff from 62 to over 100, 
some dissatisfaction was evidenced by 
some of the newcomers who felt that they 
were not as intimate members of our 
employee family as were those who had 
been with us for many years. They 
brought with them new ideas, yet until 
they were sure of where they stood, they 
were reluctant to voice an opinion, par- 
ticularly when it was a_ suggestion 
whereby methods of operation were con- 
cerned. 

Such timidity is natural with any 
group no matter how large or small it 
may be. We feel that our suggestion 
form answers this point very admirably. 
As it is done entirely by number, any 
employee having what he or she con- 
siders a good idea, or a question to ask, 
may get his point across without fear of 
ridicule or criticism. The Board has re- 
ceived several suggestions for the de- 
velopment of new business and for econ- 
omies in operations. 

Of course the Board has received some 
silly and impractical suggestions; how- 
ever, they were answered courteously and 
it was fully explained why they could not 
be adopted. Red faces and embarrass- 


*See description in Nov. 1942 Trusts and Estates 
494, 


ment were spared and we feel confident 
that the Board’s answers have corrected 
some faulty thinking. We have, how- 
ever, also received very practical and 
helpful suggestions. Those making them 
have been given full credit for their in- 
terest and help. 


There is no doubt in our minds that 
the Board has very definitely built up 
an “esprit de corps.” Anyone with a 
suggestion or an “axe to grind” has a 
means through which he can have his 
views considered. Of course, a great 
deal depends upon the personnel of the 
Board. Active membership encourages | 
and circulates interest. It needs con- 
stant reminders of its existence to in- 
vigorate it and keep it lively. 


The By-Laws provide that no person 
in an officér’s capacity, not even an as- 
sistant secretary, is eligible to member- 


ship on the Board. Thus an employee is 


assured that he is dealing with his 
equals, not his superiors. 


Here are some of the activities for 
which the Junior Advisory Board has 
been responsible— 

Classes in Banking and Trust Oper- 
ations for new employees (just re- 
cently we completed an “educational 
program” in which the operations 
of each department were explain- 
ed) 

Recreation room where those in any 
salary bracket will have facilities 
for box lunches, saving the employ- 
ees the cost of restaurant charges 

Periodical news letter to those of our 
force who are in the Armed Ser- 
vices 

Weekly collections for Bond raffles 

More even distribution of vacation 
periods. 

Also, questions have caused us to call 
general meetings to be addressed by the 
President so that a clear understanding 
of such matters as salary increases, bon- 
uses, etc., can be gotten across. 
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HE accidental invention of Cel- 

luloid in 1869, through experi- 
ments conducted by John Wesley 
Hyatt in his search for a substitute 
for the ivory billiard ball, was the 
parent of the variety of chemical and 
organic products generically known 
as Plastics.* But not until the discov- 


*Plastic substances are chemical meta- 
morphoses of coal, air, water, petroleum, 
natural gas, brine, wood, pulp, soy beans, 
etc. which, under heat and pressure, can 
be formed into any desired shape, and 
can be made with different properties 
to meet a great variety of specific needs. 
There are now over 5,000 known differ- 
ent types of formulations. 


ery of Bakelite in 1909, arising from 
Dr. Baekeland’s quest for a better in- 
sulating material, did the realization 
come that an entirely new dimension 
of industrial materials had been 
opened up. A few research chemists 
saw that something fundamental had 
happened, for this was a creation of 
molecular structures hitherto un- 
known and not found in nature. Be- 
ing man-made, these combinations 
had the exceptional value of being 
readily controlled, whereas those 
raw materials found in nature were 
subject strictly to fixed natural lim- 
itations. 

It was not, however, until World War 
II gave impetus to commercial develop- 
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The INVESTOR, too, needs 
COMMUNICATION LINES 
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fail. Likewise, the institutional investor requires speedy, 
accurate information regarding conditions in leading securities 
markets, in order both to formulate and to execute decisions. To- 
day, with values subject to drastic revision, these communication 


lines are more important than ever to the institutional investor. 
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regarding prevailing conditions. When a client wishes to buy or 
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conditions in that particular issue. 
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this service to clients covers a broad range. And equally, we are 
able to execute orders efficiently and economically in these secur- 
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First all-plastic automobile body announced in 1941 


by Ford Motor Company 


ment of special properties and replace- 
ment values found in plastics that 
they emerged from the laboratory stage, 
except as “gadgets”: ash-trays, gear- 
shift knobs, etc. But with the shortage 


of customary vital materials, and the 


need for specifications not found in 
existing materials or combinations, the 
findings of the laboratory came into 
application to dramatic war usage: 
noses for bombers, gun turrets, fuses, 
bayonet scabbards and canteens, even 
wood and plastic fuselages, etc. While 
the manufacture by Henry Ford of a 
“plastic automobile” attracted public 
interest, these war products, both re- 
placement and new, have caused plas- 
tics to be popularly considered as the 
glamour boy of industry. 

This has resulted in many mistaken 
ideas and pipe-dreams, encouraged by 
“Sunday Supplement” promises of air- 
planes-on-the-half-shell, and uninformed 
speculation about the wholesale replace- 
ment of standard materials by the 
Masked Marvel of manufacturing. Ac- 
tually, the leaders in the plastics field 
are the first to point out the need for 
caution against labelling this as the 
Plastic Age. Synthesis of natural mate- 
rials and of the chemical derivations of 
such organic products as coal, petrol- 
eum, salt, soy beans, cotton linters and 
wood pulp, will be the order of the day, 
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but plastics are not 
themselves structural 
materials any more than 
is cement. They are 
rather to be thought of 
as aids to improvement 
of existing materials 
either in combination as 
a binder or for compres- 
Sive value (as in ply- 
wood). 


Limitations Recognized 


HILE ideally 

adapted to many 
uses (e.g. electrical in- 
sulation or replacing silk 
in parachutes or stock- 
ings), as to structural 
ends they lack in them- 
selves, shear, load and 
tensile strength, though in combination 
with even such products as canvas or 
wood pulp they can give new structural 
qualities. It is urged that people think of 
plastics not as a type of product but as 
a class of materials, just as metals is a 
class convering many materials, such as 
steel, aluminum, etc. 


Between the extreme views of those 
who see plastic products as displacing 
a vast variety of established materials 
and those who have slight regard for 
their potentialities because they have 
found a particular plastic unsatisfac- 
tory, lies the true conception. Just as 
iron or steel, aluminum or magnesium 
alloys, glass or woods have their special 
characteristics for certain purposes, so 
do plastics. Each of the various types 
of plastic materials has its peculiar at- 
tributes and qualities or imparts them 
to other materials in combination. The 
determinant of whether they will be bet- 
ter is entirely a matter of the function 
they perform and the relative cost. 
Most troubles in application have arisen 
from improper selection or application. 
Careful physical analysis and test are 
prerequisite to new uses of any mate- 
rial. 


While plastic materials have been de- 
vised to stand temperatures of —49° F. 
or up to 450°, it has entailed loss of cer- 
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tain other qualities, and direct-heat re- 
sistance is yet to be attained at tempera- 
tures over 180°. 


Limitations of another sort are posed 
by the present shortages due to war, 
which in the plastics field are due more 
to lack of processing machinery than of 
raw materials, except as in the phenols 
where lend-lease is absorbing maximum 
supplies. 


No Threat to Established Companies 


ECAUSE plastics are not essentially 

substitutes in their entirety, but 
create new uses (as Celluloid made pos- 
sible the moving picture industry) and 
even more frequently allow better use 
and adaption of old, basic materials, 
they do not threaten industrial disloca- 
tions, except as certain industries or 
companies are able, through research, 
to take advantage of them as ingred- 
ients and give rebirth to or promote sale 
of older products. Most of the commer- 
cially important plastics have been de- 
veloped within established industries, as 
a result of search for materials that im- 
part needed qualities to the customary 
ones, or for use of waste products. An 
example of the latter is the use by the 
Goodyear, Firestone and Goodrich rub- 
ber companies of walnut shell flour to 
impart corrosion resistance to rubber 
battery cases; or the development by 
Quaker Oats Company of furfural pro- 
duction from oat hull waste. 


All leading chemical companies are 
already engaged in actual use or devel- 
opment of some plastic substances, and 
there is no reason, short of good re- 
search facilities, why they should not 
be able to keep up progress through 
manufacture of synthetic compounds 
useful for a variety of purposes, or even 
into making of numerous final products. 
Monsanto, duPont, Celanese Celluloid, 
Carbide & Carbon and others have made 
major contributions, but plastics pro- 
duction is far from the exclusive pro- 
vince of chemical companies; many 
types have been brought into commer- 
cial usage in conjunction with product 
research of specialized companies. 
Corning Glass, together with Dow 
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Chemical, gives a good example of this 
in having developed a highly heat-resis- 
tant plastic, which offers an improved 
type of insulation. Owens-Illinois is 
developing a blown-plastic bottle of 
polystyrene and other thermo-plastics 
with great advantages in lightness and 
durability, now being used by the 
armed services for high-priced drugs. 
The cost may be brought down to nearly 
that of glass by volume production, and 
the saving in breakage adds a large fac- 
tor of economy, with further mass pro- 
duction almost sure to make it even 
more commercially attractive. 

Thus, while a plastic substance here 
displaces or threatens to displace an- 
other raw material, the significance lies 
in the fact that the same fabricators can 
and are adapting to its use. The com- 
parative ease with which various plas- 
tics can be molded, either by adjust- 
ment of existing machinery or with a 
capital expenditure of not too great pro- 
portions for new molding machines, 
built to specifications desired, means 


Courtesy of Bakelite Corp. 


Processing operation: After phenolic resin 
has been mixed with special fillers, such as 
wood flour, it is blended on hot rolls. The 
material is then ground to proper mesh. 





Oficial Photo, U. S. Army Air Forces 


Nose gunner in plastic “greenhouse” of 

transparent acrylic sheet which resists wind 

and weather variations of low and high 
altitudes. 


that an alert management will be able 
to progress whether the old or the new 
material is found best for the purpose 
of its products. Basic production, on 
the other hand, may require very large 
investment or be a nominal cost of waste 
conversion (as in bagasse). The key to 
success is the degree to which the com- 
pany develops technicians able to an- 
alyze field and service conditions, com- 
pare properties of the various mate- 
rials to these ends and assure sound- 
ness of their application. This might be 
called Research Economics, which able 
management can and should provide, as 
Sargeant has undertaken study of the 
impact of plastics on building hardware 
or Masonite has done on insulating 
board, to cite but two illustrations. 


Examples of Versatility 


ECAUSE the plastic compounds are 

molecularly controlled by man, and 
thus can be compounded to provide an 
amazing variety of properties according 
to the functional end use desired, in- 
dustrial uses cut across conventional 
lines much as inorganic commercial 
chemical manufacturing has done, but 
differ radically in impact on industry 
in that both original production and 
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product manufacture may generally 
lend themselves to adoption by existing 
concerns. Uses are too varied to at- 
tempt enumeration, but a suggestive 
picture and charts of characteristics of 
each type can be obtained from a read- 
ing of the Plastics Catalog.* However, 
a few examples of basic application will 
serve to indicate its versatility. 


Some have such transparency, with- 
out the fragility of glass, that they may 
be used as copiously in automobile side 
windows—and even in houses—as they 
now are in plane cockpits. Free from 
rust and discoloration, plastic screen- 
ing, flashing, coping, etc. will bid for 
another part of post-war construction. 

Freedom from rust and corrosion 
makes them desirable for tubing and pip- 
ing where corrosive chemicals are used, 
and already Saran, made by Dow in pow- 
der form, is being molded and extruded 
for general cold-water plumbing use, and 
moisture and cold resistance suits these 
vinylidine chloride plastics to refrigerant 
tubing and sheeting. 

Insulation qualities of the styrene and 
vinyl groups have been proven exception- 
al for electrical installation and for build- 
ing materials, with unique moisture- 
proof qualities. 

Phenolic laminated plastics have so 
outgrown the gadget stage as to outwear 
steel in gears all the way from auto tim- 
ing to immense bevel pinion gears used 
in paper mill calendering drives. Made 
of canvas impregnated with plastic resin 
and pressed, they can be lubricated with 
water instead of oil, and add the virtue 
of silent operation. Other phenolic plas- 
tics, with a paper base, become sheets 
for architectural panels, and phenolic 
impregnating and bonding resins make 
plywood resistant to water and fungus. 


In the textile field we find caseins from 
milk extruded into fabric fibers and 
vinyls from petroleum and chloride, ex- 
truded into fibers which can be woven 
into upholstery that possesses greater 
durability and ease of cleaning than other 
natural fabrics, as for car seats. Use in 


*Published by Plastics Catalog Corp., New York, 
December, 1942. 
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clothing will be feasible as finer ex- 
trusion methods are perfected, with 
nylon monofilaments (which have gone 
to war in glider tow ropes, parachutes, 
etc.) coming close to human hair 
strength with 85,000 lbs. tensile. Wear- 
resistant, plastics coatings also prevent 
chafing in cables and ropes by providing 
a slipping surface. 


Typical of the ways in which war 
serves as an industrial stimulant, not 
only in freeing manufacturers from the 
shackles of many outworn specifications, 
but also in adopting new products on a 
scale that makes mass production econ- 
omies possible, is the use by the Navy 
of plastic tableware. Weighing far less 
than china, virtually non-breakable, at- 
tractive and inexpensively molded, they 
offer new possibilities in domestic and 
commercial service-ware. 


Synthetic rubber and rubber-like plas- 
tics have been the most dramatic new 
uses of a substitute for a natural pro- 
duct, and emphasize the latent possibil- 
ities of using agricultural products — 


corn, sorghum and other grains in com- 
bination with synthetic resins—in a 
striking way (as neoprene made by du- 
Pont illustrates the chemical source pos- 
sibilities). They have such a vast array 
of potential uses that, if costs are 
brought down and certain properties im- 
proved, they will bring many changes in 
raw material usage. As in other lines, 
the development of a volume output will 
cut unit costs, and amortization of war 
plant costs may be expected to reduce 
costs below those of a newly created 
plant. Here again, however, the rubber 
manufacturers are logical processors so 
that from the investment viewpoint the 
impact will be more favorable than dis- 
ruptive. 


Objectives and Costs 


OO much emphasis cannot be placed 

on the functional objectives either 
for synthetic or natural raw materials, 
and many new alignments should be ex- 
pected as each is subjected to that test 
by managements alert both to physical 
properties and costs of manufacture and 
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fabrication of finished goods. It is mean- 
ingless to speak of the “cost” of plastics, 
which varies from 12c to $2.50 a pound. 
Each must be compared separately with 
existing materials for the particular job 
and, as we have seen, sometimes with 
each other, or considered as to the value 
added to products by combination with 
natural raw materials. Mass production 
techniques and “know-how” will radical- 
ly alter the picture, as with melamine 
resins (a urea plastic used by the U. S. 
Navy for dishware, and in magneto 
housings due to resistance to arcing), 
which have dropped from $40 to 30c a 
pound. 


But before accepting all the uses 
brought out by war, it is important to 
determine those which were substituted 
for lack of vital standard materials and 
where cost was no item. An example 
applied to civilian usage is a plastic coat- 
ing on blackplate to replace tin in “tin” 
cans, where the cost is competitively pro- 
hibitive and soldering has not been per- 


Bevel pinion gear of plastic treated canvas 
transmits power smoothly and quietly on 
calendar drive in a paper mill. 
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fected. While the laboratory-to-assem- 
bly-line time has been cut often from 5 
years to 5 months, many plastic sub- 
stances are still in the laboratory stage, 
far removed from commercial value. 

Most plastics are still in the incu- 
bator, and the industry, as such, yet on 
a poundage basis, as against tonnage 
industries. Even with a rise to 300,- 
000 tons this year, it will not cut far 
into the basic materials production, 
rather coming in on the fringes, rapidly 
in some applications, slowly in others, 
and receding as peace uses vary from 
war uses in others. However, the 
variety of properties generally assures 
the developers of plastics for specific 
purposes a fertile market for new or im- 
proved products. 

Possibly the most significant feature 
of the plastics industry, however, is its 
stimulation of new sources of raw ma- 
terials, especially in the agricultural field. 
Not only will it give a rebirth to certain 
decadent (in peacetime) industries, such 
as lumbering, cotton and silk textile 
plants, but it will more and more stabil- 
ize a vast segment of farm and even 
dairy production and revenue. The 
glamorous soy bean is but one of a long 
line of agricultural products whose major 
portion or present waste will be utilized 
in manufacture of industrial products. 
Cotton linters, walnut and other shells, 
corn-stalks and oat-hulls, sugar cane and 
wood pulp waste all contain essential in- 
gredients of lignin, furfural and cellu- 
lose, and are at once a source of extra 
farm, dairy, forest and industrial in- 
come, especially where available in ton- 
nage at processing points. This realm 
of farm chemurgy, which Henry Ford 
has pioneered so enthusiastically, opens 
new vistas of stability to whole com- 
munities and may be a major solution 
to the “farm problem.” 


Advantages and Cautions 


N ancillary effect of plastics devel- 
opment is worthy of note, as it af- 
fects the local craftsman—individual or 


corporate. Because of the flexibility of 
processing and ability to “tailor” plastics 
to end use, as in the case of plastic pipe, 
molding sheets and other prefabricated 
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building materials, many techniques may 
be transferred from the point of con- 
sumption to the factory. Volume pro- 
cessors of consumer goods, however, will 
benefit from the workability of plastic 
materials; the ease of molding, cutting 
or joining, and the avoidance of elaborate 
finishing processes. The facts. that 
plastics need very minor machining or 
finishing operations, are easy to extrude 
and are light in weight, are also large 
factors in reducing costs of transport as 
well as of production and wastage. Their 
general durability, while not proved in 
many uses now attempted, gives added 
long-cost advantage, and repairs are eas- 
ily made. The key to successful pro- 
duction and use is the “know how,” 
which cannot be acquired overnight. 

Again, a caution is in order against 
the impossible, for certain elements of 
structural strength are lacking, and it 
will take sharp eyes to distinguish the 
places and purposes where these man- 
made materials better their nature-made 
rivals, where they combine with them 
and where they are useful in adding new 
properties. Their versatility as comple- 
mentary elements defies the imagination, 
as in the case of adhesives such as 
Cycleweld, developed by Chrysler, which 
bonds like or unlike materials so strongly 
that any fracture will break the material 
before it breaks the bond. This is not 
true of the heavy metals or pieces, but 
threatens to obviate welding and riveting 
in light metals and alloys. 


Effects on Individual Companies 


T has been indicated that few basic 

industries will be adversely affected— 
if they use plastics as an adjunct or to 
improve their materials or products as 
a substitute for less efficient raw ma- 
terials. But what about individual com- 
panies? Here the same law holds good, 
and should demonstrate beyond doubt 
that the best assurance of stability and 
progress is alert management. It is not 
necessarily true that only the large cor- 
porations with capable research organi- 
zations can survive the changes of war 
and technocracy, though that is an ex- 
cellent guarantee, for market-wise small 
concerns who make use of the research 
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facilities of their suppliers and even of 
their industrial customers, and compare 
notes with private and public laborator- 
ies or even subsidize experiments—can 
keep abreast as converters, either of 
waste by-products or of plastic materials 
made by others. They may be well ad- 
vised also to keep a research man in a 
special or university laboratory. Much 
technological advance flows from one 
industry to another and exchange of in- 
formation is surprisingly available. 


Important developments would be ex- 
pected, of course, of the large establish- 
ments with “patient” money, who are 
willing to invest in futures and funda- 
mentals. Obviously, too, public accept- 
ance will be accorded more readily to 
companies known for their research 
facilities,* in the belief that “if X Com- 
pany makes it, it must be good.” The 
small company’s job will be to keep up 
with public needs, for if it can interpret 
these to the primary plastic fabricator 
(or in the case of the converter of waste 
by-products to commercial users) it will 
warrant exchange for his research in- 
formation and technological assistance. 
This will be especially necessary if 
smaller fabricators are to meet changes 
in the post-war markets. 


It is becoming more difficult to invest 
in a single “water-tight” industry— 
old lines of demarkation are fast disap- 
pearing and this trend seems due to in- 
crease, both through technological pro- 
duct developments and through possible 
mergers or alliances of fabricators with 
suppliers or with complementary manu- 
facturers. This dilution of industrial 
enterprise in putting an end to investing 
“by industry” in many lines (e.g. plas- 
tics, oil, food-freezing, diesel engines) 
and may force investment “by research.” 
Past statistics of company earnings, 
known to be often a delusion, have 
forced attention to guestimating the 
worthiness of “management,” and while 
research ability is not always synony- 
mous with managerial ability, it is be- 


*For data on research personnel of industrial 
concerns, see Bulletin 104 on Industrial Research 
Laboratories of the U. S., published by National 
Research Council; 1940, 7th edition. 


165 


coming more and more a sine qua non 
of corporate life and welfare. Just as 
management should be asking “Why” 
all day long (this is research in its ele- 
mental term), so will investors have to 
ask “What” about research if they are 
to protect their capital, for research is 
the concrete evidence of its guardian- 
ship and constitutes an industrial in- 
surance policy. 

This is no new concept, but we are in 
many ways less advanced in our follow- 
through here than in Continental Europe, 
as in Germany where “ersatz” has been 
a serious business for many years, and 
no appraisal, for financing or otherwise, 
is considered complete or adequate with- 
out “scientific audit.” In fact, we 
may have to come to the point where our 
important institutional investors also 
have, as a regular member of their staff, 
qualified research liaison men. This 
would be good business in many ways— 
interbank as well as in corporate and 
even public relations. From reading the 
ticker tape of the stock market, based on 
yesterday’s reports and tomorrow’s 
hopes, we are inclining toward reading 
the ticker tape of technology, whether in 
the field of plastics, foods or utilities. 


Savings Bonds Belong to Beneficiary 


The Supreme Court of Pennsylvania, in 
U. S. v. Dauphin Deposit Trust Co., 50 F. 
Supp. 73, has held that United States sav- 
ings bonds registered in the purchaser’s 
name, payable on death to a designated 
beneficiary, belong to the latter on the own- 
er’s death, rather than to the estate. 


ALABAMA’S 
LARGEST BANK 


Complete Trust 
Facilities 


the FIRST Nationa 
BANK 
of Birmingham 
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MANAGED MONEY, DEBT AND RATES 
Controls Implied by Deficit Financing by Banks and Public 


JABEZ H. WOOD 
Van Cleef, Jordan & Wood, New York City 


HE fact that we now have a man- 

aged currency, or that we are likely 
to have considerably more inflation may 
be of great importance to us as indi- 
viduals and as a nation. But, so far as 
banking problems are concerned, the key 
to the solution lies elsewhere. 


Not that bankers can afford to ignore 
the implications of a managed-money 
currency, for it is probable that we will 
be dealing with managed money as far 
into the future as anyone can see. Those 
implications, stated broadly, are that 
the banks have ceased to be private in- 
stitutions in the old sense, and are now 
instrumentalities of the Federal Govern- 
ment. The primary money managers 
are in Washington and you are, in a 
sense, their agents. 


Nor will the vast increases in bank 
deposit currency resulting from the de- 
ficits of the past ten years suddenly 
evaporate after this war. Instead, we 
are faced with a probable increase in the 
total to a figure variously estimated at 
from $200 to $300 billion. Today, the 
deposit structure rests primarily on the 
Federal debt, and how much control has 
the individual banker over that? Ex- 
cept within relatively narrow limits, even 
your freedom to increase or decrease 
your holdings of Government issues is 
only theoretical because, to exist, you 
must have income, and the Government 
bond market is the only important source 
left. 


Reservoirs of Debt 


E can expect this situation to 
change after the war, but only in an 
accentuation of the present trend. By the 
end of 1945 the banks will probably 
have at least $130 billion of deposits, ap- 


From address at 1943 conference, Virginia 


Bankers Assn. 


proximately 77% by U. S. Government 
bonds. 


Consider the Federal debt as a vast 
spring arising in Washington and flow- 
ing out into two great pools or reser- 
voirs. One is the banking system, and 
the other is the public—the ultimate 
investor—in the broadest meaning of the 
term. So long as our Government con- 
tinues deficit financing, there will be a 
steady flow from this great debt spring 
in Washington out into these two vast 
reservoirs. The flow from the debt 
spring will come to a halt only on the 
day the Federal budget is brought into 
balance. But it is generally agreed that 
after the budget has been balanced there 
can be no immediate reduction in the 
Federal debt. 


If the total Federal debt rises to our 
estimated $250 billion by the end of 
1945 (net increase of $115 billion from 
the present) assuming that the flow into 
each pool continues at the same average 
rate as heretofore, the banks will ab- 
sorb approximately $100 billion and the 
public $150 billion. 


Brakes on Private Bank Credit 


HE $46 billion increase between now 

and the end of 1945 in that portion 
of the Federal debt held by the banks 
will increase deposits by the same 
amount. Thus, we can expect to see 
commercial bank deposits rise from the 
present total of roughly $85 billion to 
$131 billion solely as a result of the in- 
crease in their holdings of Government 
bonds. 


Not only have loans become relatively 
less important in the deposit structure, 
but it is likely that they will continue to 
be of minor importance. The huge 
Federal debt will require that strict Gov- 
ernment control of credit be used to halt 
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further increases in bank deposits and 
this will involve various checks against 
expanding loans. 

If we can depend on human nature 
to exert itself, by far the greater pres- 
sure of flow between the two reservoirs 
after the war will be in the direction 
of the banking system. There will then 
be outstanding billions of dollars of 
Federal debt in the hands of war workers 
and farmers and other low and middle 
income groups. Many of these people 
may want spending money for long-de- 
ferred purchases. They may prefer cash 
in hand to a 2.9% return. It will be a 
major concern of the Government to dis- 
courage the pre-maturity redemption of 
publicly-held war bonds, but I suspect 
that a good deal of Federal financing 
may be necessary to take care of the 
volume tendered. And a major portion 
of such refunding issues may have to 
be absorbed by the banks. 

This would mean further increases in 
the already vast total of bank deposits. 
The importance of this factor is appar- 
ent when you consider that the $150 bil- 


lion of publicly-held debt will be larger 
than the then existing deposits in all 
the commercial banks. 


Refunding and Redemption 


HE dangers to our national economy 
in this situation are immense. The 
powers of the Government to finance 
such a huge debt at low rates of interest 
are practically unlimited. Even under 
present laws it has the power to enable 
the banks to hold a total of $415 billion 
of Federal debt. The real dangers are 
in the problems such a debt will create. 
Much of this debt is being created in 
the form of low-yield, short-term paper. 
To refund it into long-term bonds will 
increase the total carrying charges, yet, 
in order to get such a huge debt into 
manageable form, the major portion 
must be refunded into long-term issues. 
That means that, as a matter of vital 
national policy, long-term interest rates 
must be held down or even reduced. 
Consequently, I see little likelihood of 
a substantial decline in the prices of 
long-term Government bonds, and some 
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possibility that prices may even rise 
from existing levels, so that the majority 
of banks can safely protect their earning 
power by using long-term, high-grade 
bonds. 

As citizens of this country, bankers 
have obligations which transcend the 
boundaries of their profession. We have 
already reached the point in the creation 
of Federal debt under a managed cur- 
rency where fiscal checks have become 
meaningless. The only effective check 
remaining is the will and common sense 
of the people. 


Changing Industrial Frontiers 


With the crowding of a generation or 
more of industrial development on the West 
Coast into two short war years, questions 
of effects of this redistribution of the bal- 
ance of production, of labor and of popula- 
tion generally have come to the fore. As 
to whether this Western, and to a degree the 
Southern, development will collapse at the 
end of this war as they did after the last, 
significant indices were brought out at re- 
cent meetings. Addressing the American 
Marketing Assn., Emil Brisacher of Bris- 
acher, Davis and Van Norden pointed out 
that the population of the West Coast has 
grown to such an extent as to support many 
more enterprises than formerly, and more 
importantly, the development of war plants 
for steel, machine tools, aluminum and mag- 
nesium—capable of ready conversion to 
peace uses—will set up a new backlog. This 
is especially so in the case of magnesium, 
with huge natural deposits in the Columbia 
River and Great Salt Lake districts. Al- 
ready, Mr. Brisacher points out, these plants 
are seeking “captive” industries, some of 
which might be brought to the Coast, to as- 
sure outlets for their products. 


At the Plastics meeting of the Trusts and 
Estates forum, it was brought out that the 
great variety and usefulness of plastics de- 
rived from wood pulp and agricultural pro- 
ducts would play an important part in the 
location of these new industries near sources 
of cellulose, lignin, furfural, etc.—such as 
the lumber centers, agricultural processing 
points for cotton, oats, and other farm pro- 
ducts—in which the forest regions of the 
Northwest are sure to have a major bid, 
accessible as they now are to sources of 
vast water power. Here are some new tests 
for Yankee ingenuity. 
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Pennsylvania Company Com- 
mon Trust Fund Earns 
$4.38 Per Unit 


The value of units of participation in the 
Discretionary Common Trust Fund main- 
tained by The Pennsylvania Company for 
Insurances on Lives and Granting Annui- 
ties, Philadelphia, was $108.23 on June 30, 
1943, the peak in the three years since the 
Fund was established. A year ago the unit 
value was $93.49. Earnings for the year 
ended on that date, as revealed in Presi- 
dent Wm. Fulton Kurtz’s report, were 
$4.38 per unit, compared with $4.72 for the 
previous year, the decline being attributed 
to refunding of bonds with reinvestment at 
lower rates, and the shifting of equities to 
bonds and preferred stocks. 


The Fund amounted to $14,765,000 on 
June 30, 1943, almost 50% over the 1942 
figure of $10,076,000. An additional 138 
participating trusts brought the total to 
1,143 accounts invested in the Fund. Dur- 
ing the fiscal year, the percentage of invest- 
ments varied as of each month end as fol- 
lows: bonds and cash 40.1 to 47.9; preferred 
stocks 23.5 to 26.5; common stocks 25.8 to 
35.1. 


Mr. Kurtz points out: 

“For the Fund, the past twelve months 
has been a period of reward for having made 
continued purchases of leading equities in 
the highly discouraging period which existed 
over a year ago when common stocks, mani- 
festing the almost universal pessimism, de- 
clined to their eight-year lows. As a re- 
sult of this policy, when the road to vic- 
tory was finally turned, the Fund had repre- 
sentation in equities to the extent of just 
over one-third of the entire portfolio. 


“As the market continued its virtually 
uninterrupted advance through the past 
twelve months, it seemed prudent to take at 
least some advantage of the very marked 
price improvement by capitalizing some of 
the gains and thereby at the same time re- 
duce the price vulnerability of the Fund 
against the possibility of a later decline in 
common stock prices. This emphasis re- 
sulted in a gradual shifting from equities 
to bonds and preferred stocks. Furthermore, 
because the rise in common stocks was so 
pronounced, it was felt advisable on two 
different occasions to make definite reduc- 
tions in the percentage of common stocks 
held, the more recent operation having been 
performed in the first week of June, 1943. 
At that time equities were reduced to ap- 
proximately 25%, consideration being given 
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to the fact that an additional 6% of the 
Fund was still invested in convertible bonds 
and preferred stocks which already were 
feeling the market effects of their conver- 
sion privileges.” 


Efficiency Gauge for 
Trust Personnel 


A unique study, made under the auspices 
of the Trust Division of the Connecticut 
Bankers Association, is reported in the 
July-August issue of The Trust Bulletin 
by George Macy Wheeler, trust officer of 
the First National Bank & Trust Company 
of Bridgeport. It is based on answers to a 
questionnaire, supplied by about 80 banks 
throughout the country, divided into four 
groups of approximately 20 each, the di- 
vision being by assets volume brackets, 5 
to 8 million, 9 to 16 million, 17 to 27 mil- 
lion and 28 to 50 million. In each group 
there is a detailed breakdown into number 
of accounts per officer, personnel in sta- 
tistics per $10,000 assets, number of ac- 
counts per person on income collection, on 
bookkeeping, on tax work, on securities 
transactions and so on. 

The resulting tabulation is offered as “a 
gauge by which trust departments can de- 
termine whether they are under-staffed or 
over-staffed and at what particular points 
... A guide to indicate where special con- 
sideration by the trust officers and the 
trust committee of the bank should be con- 
centrated.” 


—————0 


To Study Trust Operations 


A questionnaire seeking basic informa- 
tion needed for a study of profits, expenses 
and business being done by trust depart- 
ments in New Hampshire has been sent out 
by a recently appointed committee of the 
State Bankers Association. The data are 
being collected principally on a percentage 
basis according to size of trusts. Chairman 
of the committee is Samuel K. Bell of Mer- 
chants National Bank, Manchester. The 
members are Benjamin Couch, Mechanicks 
National Bank, Concord; Harold I. Chandler, 
Keene National Bank; Russell H. Britton, 
First National Bank, Rochester; Eugene 
Leslie, Nashua Trust Company; and James 
Barker, Indian Head National Bank, 
Nashua. 
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CURRENT EVENTS 


PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Oakland—Frank N. Belgrano, Jr., has 

been elected president of THE CENTRAL 
BANK, succeeding Carl F. Wente, who has 
been appointed 
senior. vice 
president of 
the Bank of 
America. Mr. 
Belgrano is al- 
so vice presi- 
dent and direc- 
tor of Occi- 
dental Life In- 
surance Co. 
and chairman 
of the board 
of Pacific Na- 
tional Fire In- 
surance Com- 
pany. 

aia > aia: F. N. BELGRANO, JR. 
cisco—Carl F. Wente, formerly president of 
the Central Bank of Oakland, is now senior 
vice presi- 
dent of the 
BANK OF 
AMERICA N. 
ae. 
Prior to his 
Oakland post, 
Mr. Wente was 
president 
of the First 
National Bank 
of Nevada. 

Ventura — 
Guy R. John- 
son has taken 
over the posi- 
tions of cash- 
ier, secretary 
and assistant trust officer of the UNION 
NATIONAL BANK, succeeding H. F. 
Walker, Jr., who is now a captain in the 
U. S. Marine Corps. H. R. Holst named 
senior assistant cashier and assistant trust 
officer. 


CARL F. WENTE 


CONNECTICUT 
New London—Miss Isabel M. Grimes is 
now trust officer of the WINTHROP 
TRUST CO. She was formerly cashier of 
the National Whaling Bank. 
FLORIDA 
Fort Lauderdale—B. G. Johnson has been 
advanced from assistant vice president to 


vice president and assistant trust officer 
of the BROWARD BANK & TRUST CO. 


Palm Beach—Gordon W. Lynn advanced 
to vice president and trust officer of the 
FIRST NATIONAL BANK. 


GEORGIA 


Atlanta—Marshall B. Hall, for many 
years an officer of New York banking in- 
stitutions and with the Guaranty Trust Co. 
until 1941, has been elected vice president 
of the TRUST COMPANY OF GEORGIA; 
Robert B. Kimsey appointed assistant secre- 
tary; Garrett O. Wood named auditor. L. 
L. Davis, assistant secretary, will devote 
his time to supervision of tax matters. 


IDAHO 
Boise—W. L. Peterson has been advanced 


from assistant vice president to vice pres- * 


ident and trust officer of Idaho First Na- 
tional Bank. 
KENTUCKY 
Princeton—J. B. Lester has been elevated 


from cashier and trust officer to president 
of the FARMERS NATIONAL BANK, 


succeeding Shell R. Smith, deceased. 


MARYLAND 


Baltimore—J. Touchstone, manager. of 
the new business dept., Herman H. Hoene 
and Richard L. Rainhard, both assistant 
secretaries, were elected assistant secre- 
taries and assistant treasurers of the 
EQUITABLE TRUST COMPANY. 


MASSACHUSETTS 


Boston—C. Russell Eddy and Philip W.. 
Stocker have been appointed associate trust 
officers of the NEW ENGLAND TRUST 
co. 

Boston—Edward A. Bullard has been 
elected assistant treasurer of the STATE 
STREET TRUST CO. He joined the bank 
in 1929 and for some years devoted most 
of his time to operations of the trust dept. 
He is now in charge of Ration Banking ac- 
counts and assistant to the vice president 
in charge of personnel and operations. 

Lawrence—Howell Stillman has resigned 
as New England Supervisor for the F.D.I.C. 
to become executive vice president of the 
BAY STATE MERCHANTS NATIONAL 
BANK. Prior to 1934 he had been a vice 
president of the Chase National Bank of 
New York. 





MISSOURI 


St. Louis—R. N. Arthur has been ap- 
pointed assistant trust officer of the MER- 
CANTILE-COMMERCE BANK & TRUST 
CO. Mr. Arthur, president of the St. Louis 
Corporate Fiduciaries Association and of 
the St. Louis Life Insurance and Trust 
Council, had been assistant trust officer of 
the MISSISSIPPI VALLEY TRUST CoO. 


NEW YORK 


New York—THE BANKERS TRUST 
COMPANY announces the elections of 
George C. Bennett as insurance manager 
and Harold P. Gundersdorf as manager of 
the tax dept. 


OHIO 


Dayton—George R. Gaskell has resigned 
as vice president of the WINTERS NA- 
TIONAL BANK & TRUST CO. Jay Leach, 
vice president and trust officer, succeeds 
him. 

PENNSYLVANIA 


Philadelphia—Dr. William D. Gordon, 
chairman of the board of MID-CITY BANK 
& TRUST CO., has been elected president 
to succeed Frank J. McGlinn, resigned. 
James D. Henderson, Jr., elevated from 
vice president to executive vice pres- 
ident; Thomas P. Cleary, secretary and 
assistant trust officer, also elected director. 
Dr. Gordon was formerly Secretary of 
Banking of Pennsylvania, having served 
during the banking crisis from 1931-35. 
Since 1926 he has served on the faculty of 
the Wharton School of Finance and Com- 
merce, University of Pennsylvania. In addi- 
tion he is a director of 12 large corpor- 
ations. 


Vandergrift—Dr. John A. Boale has been 
elevated from senior vice president to pres- 
ident of the VANDERGRIFT SAVINGS 
& TRUST CO., succeeding Ralph C. George. 

TEXAS 

Austin—L. D. Williams, cashier of the 
AMERICAN NATIONAL BANK, has been 
elected vice president, succeeding V. P. Pat- 
terson, resigned. He will also be in charge 
of the trust dept. 


VIRGINIA 
Portsmouth—M. O. Lawrence, heretofore 
vice president, trust officer and treasurer 
of the CITIZENS TRUST CO., has been 
elected president. 
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TRUST INSTITUTION BRIEFS 


Birmingham, Ala.—A. Key Foster, vice 
president of BIRMINGHAM TRUST & 
SAVINGS CO., has been named head of 
Alabama’s second War Chest Appeal, af- 
filiated with the National War Fund. 


Washington, D. C.—Earl G. Jonscher, 
assistant trust officer and assistant secre- 
tary of AMERICAN SECURITY & TRUST 
CO., has been elected chairman of the 
Fiduciaries Section of the District of 
Columbia Bankers Assn. 


Miami, Fla.—The official staff of the 
AMERICAN BANK & TRUST CO., con- 
trolling stock of which was acquired on 
June 25 by a group headed by Wiley R. 
Reynolds, president of the First National 
Bank of Palm Beach, will include Mr. Rey- 
nolds as chairman of the board; Rufus H. 
Daniel as vice chairman, and H. Blake 
Oliver as president. 


Detroit, Mich.—Sixty-four pieces of va- 
cant real estate under the management of 
the DETROIT TRUST COMPANY have 
been leased to Victory gardeners. The 
rental in each casc is merely a dollar as a 
token consideration to validate the agree- 
ment. The bank has received more than 
500 calls relative to leasing property for 
this purpose, which entails a great deal of 
record searching by the trust company 
management. The employees have gladly 
performed the extra duties as part of their 
war contribution. 


St. Louis, Mo.—David L. Colby, assistant 
vice president of the BOATMEN’S NA- 
TIONAL BANK, has been elected presi- 
dent of the American Institute of Banking, 
succeeding David E. Simms, acting man- 
ager of the Federal Reserve Bank of San 
Francisco (Salt Lake City branch). Mr. 
Colby received his certificate in the A.I.B. 
in 1929 and is a former president of the St. 
Louis Chapter. He has served as a mem- 
ber of the Executive Council of the Amer- 
ican Bankers Association and of the Asso- 
ciation’s Bank Management Commission, 
and has been with the Boatmen’s National 
since 1928. 


New York, N. Y.—John E. Bierwirth, 
president of THE NEW YORK TRUST 
COMPANY, announces the publication by 
the company of a history of the Statue of 
Liberty, a representation of which the com- 
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pany uses as its symbol. Written by Rod- 
man Gilder, it relates the campaigns in 
this country to raise money for the base 
and the pedestal and describes the dedica- 
tion ceremonies in 1886. Through the 
merger of the Liberty National Bank, 
formed in 1891, the New York Trust ac- 
quired the model of the great monument 
cast by Auguste Bartholdi. It now stands 
in the lobby of New York Trust, and is 
considered irreplaceable. 


New York, N. Y.—Ruth Miller, Librarian, 
CENTRAL HANOVER BANK AND 
TRUST COMPANY, has been elected chair- 
man of the financial group of the Special 
Libraries Association, succeeding Mary P. 
McLean, librarian of the American Bankers 
Association. Vera Knox, librarian of the 
Tax Foundation, was elected vice chairman, 
and Margaret Siegmund, librarian, BANK- 
ERS TRUST COMPANY OF NEW YORK, 
was reelected secretary-treasurer. 


Portland, Ore——LeRoy B. Staver, trust 
officer of the UNITED STATES NATION- 
AL BANK, has been re-elected president of 
Trust Companies Association of Oregon. 
All other officers were also re-elected. 


Pittsburgh, Pa. — THE PEOPLES- 
PITTSBURGH TRUST CO. announces the 
results of its Profit Sharing Plan for the 
first six months of this year. Employees 
having incomes’ of $250 and less received 
an average profit sharing bonus of 104% 
for the first 6 months. 


Toronto, Canada—Announcement is made 
of the purchase by GUARANTY TRUST 
COMPANY of all the assets and undertak- 
ings of the Niagara Falls Loan & Savings 
Co. 


Mr. Crowley, 
on leave of 
absence as 
chairman and 
president of 
the Standard 
Gas & Elec- 
tric Co. of Chi- 
cago, and Alien 
Property Cus- 
todian, is the 
new Director 
of the Office of 
Economic 
Warfare. 


© Underwood & Underwood 
LEO T. CROWLEY 


In Memoriam 


CARL P. SMITH, vice president, trust offi- 
cer and director of Citizens National Trust 
& Savings Bank of Los Angeles, died July - 
12 from the effects of a cerebral hemorr- 
hage. Mr. 
Smith, who 
was in his 62nd 
year, had spent 
many years in 
the railroad 
business, _ be- 
fore entering 
trust work, 
having been 
closely asso- 
ciated with the 
late J. Ross 
Clarke who 
built the Los 
Angeles & Salt 
Lake Railroad.’ 
When the lat- 
ter was merged with the Union Pacific, Mr. 
Smith was made assistant general manager. 
Resigning this position to join the bank’s 
trust department in February, 1924, he rose 
eventually to be vice president and trust of- 
ficer in 1938, and last year was elected to 
the board of directors. Mr. Smith was a 
member of the state bar of California for 
many years. 


GEORGE W. WALKER: Chairman of 
the Board of Directors of Citizens National 
Trust & Savings Bank, Los Angeles. 

WILLIAM H. ALLEN, JR.: President 
of the Title Insurance & Trust Co. of Los 
Angeles from 1895 to 1936. 


DAVID B. KING: Trust officer and as- 
sistant cashier of the Pittsfield-Third Na- 
tional Bank & Trust Co., Mass. 


JOHN G. LONSDALE: Director and 
former president and chairman of the board 
of the Mercantile-Commerce Bank & Trust 
Co., St. Louis. Mr. Lonsdale also served as 
president of the American Bankers Asso- 
ciation during 1929 and was president of 
the national bank division of the ABA dur- 
ing 1921-22. 

WILLIAM CARSON ERVIN: Trust of- 
ficer and director of the First National 


Bank, Morganton, N. C. He was president 
of the Burke County Bar Association. 


FRED W. TIEMEYER: Assistant trust 
officer of the Central Trust Co., Cincin- 
nati. 


CARL P. SMiTH 





NEW 


THE DYNAMICS OF INDUSTRIAL 
DEMOCRACY 


CLINTON GOLDEN & HAROLD RUTTENBERG. 
Harper & Bros. New York, 1942; 362 pps. $3.00. 


EVIEWERS become callous and en- 
thusiasm wanes after reading reams 
of folios in which the ego or axe are dom- 
inant, or pretty words and theories lead 
into never-never lands. Yet they are the 
more aware of the need for objective, in- 
formed writing to dispel delusions and to 
compensate the busy person for his time. 
It is like an injection of mental adrenalin 
to find, as in this book by Messrs. Golden 
and Ruttenberg, a factual report and hon- 
est, well-balanced appraisal of the causes 
of dissent or lack of harmony in that vastly 
important segment of American life—the 
industrial front. It will be a surprise too, 
to business leaders and management gen- 
erally, to find how similar are the objec- 
tives of the employee and the employer, 
in the welfare of private enterprise. 


Here is a fine collection of case histories 
of industrial relations, not just recital of 
grievances or legal opinions but a human 
documentation that takes an employer be- 
hind the scenes of this vital drama, as ap- 
propriate to the bank president as to the 
steel manufacturer. The authors explain 
political reactions as well as basic causes 
of various kinds of strikes, but even moré 
importantly, show how these irritations 
can be rooted out as they have been where 
arbitrary action of bosses or straw bosses 
has been replaced with cooperation which 
gives workers a voice in matters directly 
affecting their welfare, not to usurp man- 
agerial functions but as partners in pro- 
duction. Before managers jump to con- 
clusions about ingratitude or think that 
employee benefit efforts (pension plans, pro- 
fit-sharing, etc.) are a failure because 
higher wage demands still continue in some 
cases, they would be well advised to look be- 
yond the superficialities or the effects, to the 
variety of causes, not least among which 
may be the fact that benefits were “be- 
stowed” rather than taken under mutual 
consultation. Here is an honest and specific 
blue-print for the new relationship born of 
big industry, and now affecting all. 


An understanding of “what the unions 
are after” will be clarified by reading this 
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BOOKS 


description of collective bargaining origins 
and arguments, and rather than sum it 
up as the application of democratic princi- 
ples to business, we urge full reading of 
foreword as well as text and specially the 
illustrative cases. There seems to be a 
dangerous (to individual labor as much as 
management) inconsistency in the authors’ 
conviction and argument in favor of com- 
plete unionization. Certainly the individ- 
ual is at a disadvantage in bargaining with 
the corporation, but is he not also at an 
equal disadvantage, perhaps a greater one, 
if he must subscribe body and soul to union 
dictates and is there any freedom in this 
world if there is not freedom to work with- 
out following their directives? The place 
to begin democratization is in the union 
Ipadership and membership itself. The 
rise of self-seeking, piratical leaders is not 
unique to unions, but that is no justifica- 
tion, which the authors realize. The book 
is particularly constructive in pointing 
rather to the possibilities for correcting the 
seeds of discontent which have made this 
possible—there is a very real place for 
workers in many operating and personnel 
councils of business, for, as they say and 
prove, always higher dollar wages are not 
the only or even prime motive of strikes 
or objective of employees or unions. If 
these authors are typical of the coming 
leadership of labor, there is great hope for 
mutually improved relations and welfare 
of private enterprise, for they show a 
sense of responsibility which management 
will gain by reciprocating. 


PUBLIC TRUSTEESHIP 


NORMAN 8S. HEANEY. 
sity Press. $1.50. 


Johns Hopkins Univer- 


Here is an excellent discussion, well docu- 
mented, of the origin, development and 
function of the Office of the Public Trustee 
in New Zealand and England. The rela- 
tionship between the history of this Office 
and the growth of private corporate fidu- 
ciaries holds interesting possibilities for con- 
sideration by trustmen in America. 

Lieut. Heaney (U. S. N. R.) contrasts the 


experience in New Zealand and England par- 
ticularly with regard to the effects on trust 
administration and its improvement. Special 
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emphasis has been given to the use of the 
common trust fund in New Zealand as a 
means of handling small accounts. 

There is much food for thought in this 
thesis and a reading of it is strongly recom- 
mended. 


PLASTICS FROM FARM AND FOREST 


E. F. LOUGEE. Published by Plastics Institute, 
Chicago; 1943. 157 pps. $2.00. 


As a basic text for the non-technical 
student this little book is a fascinating as 
well as practical guide to an understanding 
of what “plastics” are. Tracing the devel- 
opment of the science, citing major applica- 
tions and products, describing the various 
processes and sources of plastic production, 
Mr. Lougee, former editor of Modern Plas- 
tics, has put together a story of this 20th 
century wonder “material” that every lay- 
man and investor will find invaluable in get- 
ting a clear picture of this amazing field. 
Not confused with chemical or mechanical 
formulae, it describes the characteristics of 
the different classes and outlines the rela- 
tionship with farm and forest, from which 
derive, often as present waste by-products, 
the components of what may tomorrow be 
airplane fuselages, building materials or 
auto tires. 


THE ECONOMIC CAUSE OF WAR 


LIONEL ROBBINS, Prof. of Economics, U. of 
London. Publ: Jonathan Cape, London; 113 pps. 
$1.35. 


Here is a thoughtful, modest analysis 
that will prove most helpful to the business 
man or financier when he wonders what 
started all this international mess. Pre- 
scribed for those interested in post-war 
planning, this reprint from original studies 
made just before the war gives perspective 
of the part played by economic motives and 
institutions in causing war, while dispelling 
socialist theory that the system of private 
property or capitalism is the bete noire 
(there having been wars long before “cap- 
italism.”) Observations of the social effect 
of the danger of war are pertinent to peace 
issues we must meet, especially, according 
to the author, in removing the market and 
migration restrictions which have risen 
out of the “anarchic political organization 
of the world” which he finds the root of 
trouble. Examining the Marxian theory 
of Imperialism, and the causes of economic 
nationalism, he sets a stage for what he 
claims to be the basis of peace: federated 
state organization in Europe. 


POSSESSORY ESTATES 


PROFESSOR RICHARD R. POWELL. 
Publishing Co., St. Paul. 


West 


This is a collection of text and case mate- 
rial on the law of land. Designed for law 
school use, the contents have been chosen 
with the following objectives, as phrased 
by Professor Powell: “The building of a 
background, the exposition of a selected seg- 
ment of present day law, stress upon the 
constant importance of statutes and the 
training of the student in the skills of care- 
ful reading and exact expression.” 

The various types of estates are ably cov- 
ered as are the relationships involving pos- 
sessory estates. A particularly important 
chapter is the one on distribution of bene- 
fits and burdens as between owners of pres- 
ent and future interests. While written pri- 


marily for the student, this is a book well 
worth having in the practitioner’s library. 


oO 


Robert W. Sinsabaugh, well known in- 
vestment consultant, has joined the Fire- 
men’s Insurance Co. of New Jersey, New- 
ark, in the capacity of secretary. 
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“PRUDENT TRUSTEE” STANDARD 
ADOPTED 


Legislative Enactment of Liberal Investment Rule Described 


LEAVITT R. BARKER 
Dorsey, Colman, Barker, Scott & Barber, Minneapolis, Minn. 


For those who have long labored for the adoption of the prudent man 
rule of trust investment, recent developments hold forth the promise of 
eventual achievement. Three important States—California, Delaware and 
Minnesota—this year enacted legislation embodying or based upon the 
model statute prepared by Mayo A. Shattuck for the A. B. A. Trust 
Division. The following article by Mr. Barker, who actively supported the 
Minnesota measure, should give renewed encouragement to trustmen in 
other States—notably Illinois and Pennsylvania—where their able efforts 
have thus far met with apparent failure. Mr. Barker’s suggestion of a 
constant and continuing educational program would seem to be the answer 
for ultimate success.—Editor’s Note. 


N July 1, 1943, a Prudent Trustee 

Statute became effective in Minne- 
sota. This statute,* sponsored by the 
Minnesota Corporate Fiduciaries Asso- 
ciation, was based upon The Model 
Prudent-Man Investment Statute promul- 
gated by the Committee on Fiduciary 
Legislation of the Trust Division of the 
American Bankers Association. 

The Minnesota law differs somewhat 
from the model statute. The former is 
limited to trustees, individual or corpo- 
rate, under wills, agreements, court or- 
ders, or other instruments. It is not 
applicable to guardians, executors or any 
other fiduciaries. It does not particular- 
ize “common stock” as an authorized in- 


*Chap. 635, Laws of 1943. 


vestment, but it does permit investment 
in “corporate stock,” thus including com- 
mon as well as all other forms of corpo- 
rate stock. Finally, it enacts the “Pru- 
dent Trustee” standard, rather than the 
“Prudent Man” standard; that is, it au- 
thorizes investments “which an ordinary 
prudent person of discretion and intel- 
ligence, who is a trustee of the property 
of others, would acquire as such trustee,” 
rather than (in the language of the 
Model Statute), “which men of prudence, 
discretion, and intelligence exercise in 
the management of their own affairs, not 
in regard to speculation but in regard 
to the permanent disposition of their 
funds, considering the probable income 
as well as the probable safety of their 
capital.” 
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The pertinent sections of the Act are 
as follows: 


“Section 1. In acquiring, investing, 
reinvesting, exchanging and managing 
property, a trustee is authorized to ac- 
quire every kind of property, real, per- 
sonal or mixed, and every kind of invest- 
ment, specifically including, but not by 
way of limitation, bonds, debentures, and 
other individual or corporate obligations, 
and corporate stocks, which an ordinarily 
prudent person of discretion and intelli- 
gence, who is a trustee of the property 
of others, would acquire as such trustee. 

“Section 2. Unless the trust instru- 
ment or a court order specifically directs 
otherwise, a trustee shall not be required 
to dispose of any property, real, personal, 
or mixed, or any kind of investment, in 
the trust, however acquired, until the 
trustee shall determine in the exercise of 
a sound discretion that it is advisable to 
dispose of the same, but nothing herein 
contained shall excuse the trustee from 
the duty to exercise discretion at reason- 
able intervals and to determine at such 
times the advisability of retaining or dis- 
posing of such property. 

“Section 3. Nothing contained in this 
Act shall be construed as authorizing any 
departure from or variation of the ex- 
press terms or limitations set forth in 
any will, agreement, court order, or other 
instrument creating or defining the trus- 
tee’s duties and powers, but the terms 
‘authorized securities,’ or ‘authorized in- 
vestments,’ or ‘legal investments,’ or 
words of similar import as used in any 
such instrument or in the statutes of this 
state in so far as they relate to the in- 
vestment of trust funds by corporate 
trustees or by individual trustees, shall 
be taken to mean every kind of property, 
real, personal or mixed, and every kind of 
investment, which a trustee is author- 
ized to acquire under the terms of Sec- 
tion 1 hereof. 


“Section 4. Nothing contained in this 
Act shall be construed as restricting the 
power of a court of proper jurisdiction 
to permit a trustee to deviate from the 
terms of any will, agreement, court order 
or other instrument relating to the ac- 
quisition, investment, reinvestment, ex- 
change, retention, sale or management 
of trust property.” 


The proponents of the Act have high 
hopes that it means the legislature has 
adopted the so-called Massachusetts Rule 
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of trust investments, and that the courts 
will so interpret it. 


Contrasts in Rules 


UCH a statute probably is needed only 

in a jurisdiction where the so-called 
New York or “legal list” rule prevails. 
The basic difference between the New 
York and Massachusetts rules is one of 
viewpoint and of underlying judicial 
philsophy. 

The Massachusetts rule recognizes that 
a prudent course of conduct in a given 
situation can be determined only upon 
careful consideration of all the then exist- 
ing facts and circumstances, attributing 
due weight to each material factor, let- 
ting all things count, and none too much. 
Prudence becomes a factual conclusion in 
each case, like “due care” in other fields 
of the law. Prudence is recognized as a 
thing of relativity, to be treated as a var- 
iable and not a constant in any legal 
formula. In making an investment, the 
fact that the investor is acting in a fidu- 
ciary capacity is only one factor to be 
given weight. To be sure, a fiduciary 
may not risk undue hazards, but in a 
given situation a given common stock 
may, all things considered, be the very 
safest investment open that will meet the 
then needs of a given trust. And it is 
recognized further that the very deter- 
mination to invest or not to invest in a 
security involves the exercise of judg- 
ment. Either course may be prudent, and 
no court should interfere unless there has 
been a clear abuse of discretion by a fidu- 
ciary. Perhaps even more basically, the 
Massachusetts rule recognizes that any 
attempt to crystalize the concept of 
prudence into an Euclidean formula as a 
rule of law, by saying or implying that 
some classes of investments are always 
prudent, and others are always imprud- 
ent, is as elusive as trying to square the 
circle, and destined in the very nature of 
things to defeat its own ends. 

The New York rule, however, seems to 
have led to just such attempts toward 
rigid formalization. In many if not all 
jurisdictions following the New York 
rule, legislatures have put in rigid lists 
classes of securities commonly called 
“legal lists” or lists of “authorized se- 
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curities” in which a fiduciary may invest. 
By fair implication it may be impliedly 
prudent to invest in any security on the 
legal list, and impliedly imprudent to in- 
vest in any not on the list. To be sure, 
even such jurisdictions usually recognize 
that a trust instrument may by its terms 
enlarge the investment powers of a trus- 
tee to permit investments in “non-legals,” 
but even this involves only allowing the 
creator of a trust, if he likes, to permit 
his trustee to act in almost any particul- 
arized respect. In Minnesota, before the 
1943 statute, as it still is in several other 
jurisdictions, it was mandatory for a 
corporate trustee to invest in “legals,” 
unless the trust instrument specifically 
enlarged the trustee’s authority. 

The basic advantage of the Massachu- 
setts rule, or of a statute adequate to im- 
pose that rule where it has not been ap- 
plied, is that it accords with realities. 
The basic disadvantage and the fallacy 
of the New York rule is that it seeks by 
judicial and legislative fiat to crystalize 
and to fix what is prudent. So to attempt 
is to ignore realities, to ignore change, 


and to oversimplify the inherent complex- 
ities of life itself. 


“Anachronisms” 


MINNESOTA legislature some years 
ago declared certain classes of farm 
mortgages to be authorized, and hence 
presumably safe, investments. At the 
time of the enactment they were both 
safe and desirable. In the decade prior 
to 1920 such farm mortgages in the mid- 
dle west were generally regarded as bet- 
ter than government bonds—safer be- 
cause founded on the soil, and yielding a 
higher rate of return. In the decade fol- 
lowing, receding economic tides had ren- 
dered many of them unsafe, and the de- 
claration of the Minnesota legislature 
that they were authorized investments 
was as powerless to stop these tides as 
was the directive of King Canute to stop 
the advancing tide of the Atlantic. 
Illustrations could be multiplied ad 
infinitum. The fact is that economic 
forces, and not legislative fiat (at least of 
the character here under consideration) 
control economic risks. Moreover, these 
forces are myriad and are changing 
daily, hourly, even momentarily. Today 
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this is perhaps more true than ever be- 
fore. A perfect list of authorized securi- 
ties, if it could be compiled today, would 
almost surely become obsolete through 
changing conditions, tomorrow, next 
week, next year—who can say? Yet a 
legislature trying to compile such a list 
must attempt prophecy—a hazardous and 
uncertain avocation at best. And sadly 
enough, the legislators themselves prob- 
ably do not realize they are setting them- 
selves up as minor (if not major) pro- 
phets! 


Advantages of Massachusetts Rule 


N the other hand, the advantages of 

the adoption of the Massachusetts 
rule are obvious and real. It frees trus- 
tees from the handicaps and disadvan- 
tages imposed by the artificial straitjack- 
et of a “legal list.” 

First, possibilities of higher yield are 
opened, with no greater, and perhaps 
less, risk. At present, there is an artifi- 
cial premium upon “legals,” existing just 
because they are “legals”; that is, when 
fiduciaries are restricted to a narrow field 
of investment, demand is focused upon 
that field, and really good securities with- 
in the field become scarcer and scarcer. 
Removal of artificial demand should re- 
sult in removal of such artificial pre- 
mium, and increase somewhat the yield 
of such securities. 


But even more important is the opening 
of the entire field of investment, within 
which a competent fiduciary will have a 
chance to display his talents to the ut- 
most. The responsibilities placed upon 
him will be greater, but his opportunities 
of service to his trust will be enhanced. 
In Minnesota, at least, trustees have 
made a much better showing in the ad- 
ministration of unrestricted trusts than 
they have in trusts restricted to “legals.” 

Second, greater safety of principal may 
likewise become possible. An increased 
degree of diversification at once becomes 
possible. When appropriate, a prudent 
percentage of stocks may be incorporated 
in a portfolio. Bonds or other securities 
which may be inherently better than 
those falling within a legal list, become 
available. Legal lists not only tend to 
become obsolete, but they often are in- 
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adequate or defective at the time of their 
legislative enactment. 

Greater flexibility to meet changing 
conditions becomes possible. A trustee 
does not have to wait until he can find a 
satisfactory legal. Idle funds may be put 
to work more quickly, and securities 
which have become less desirable can be 
more readily and quickly disposed of. 


Perhaps it is not the duty of a trustee 
to guard against the consequences of in- 
flation, but he may at least consider them 
and direct his conduct as his best judg- 
ment may dictate. 


Further, the absence of a legal list 
may tend to remove any aura of artificial 
sanctity from securities that happen to 
fall within such a list. This considera- 
tion is peculiarly apt in the case of rela- 
tively inexperienced individual trustees 
who believe that, just because a certain 
class of security has been placed upon a 
legal list by some legislature at some time 
in an indefinite past, any security of that 
class is ipso facto a good security so long 
as the legislation remains in force. It is 


very human, yet misleading and danger- 
ous so to regard it. That hazard at least 
is removed by the elimination of any 
“legal list.” 


How to Get a Law 


ROBABLY most experienced fiducia- 

ries recognize the desirability of leg- 
islation to eliminate “legal lists” where 
they exist. But what is the effective pro- 
cedure for getting such a liberalized law 
through a legislature? 


The answer of course will vary in each 
given jurisdiction. Based upon Minne- 
sota experience, it would seem that such 
legislation cannot be passed until, first, 
the appropriate legislative committee, 
and next, the legislature itself, is con- 
vinced of the fallacies, shortcomings and 
dangers of a legal list, and of the advan- 
tages and greater safety of the adoption 
of the Prudent Man rule—indeed of the 
very necessity for it under existing kal- 
eidoscopic changing conditions, if the in- 
terests of beneficiaries are to be safe- 
guarded, and the intent of creators of 
trusts realistically accomplished. 

With due respect to the average legis- 
lator, this becomes an educational pro- 
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cess. Superficially the idea of a legal 
list, a work-a-day rule of thumb, is at- 
tractive. The pitfalls and inadequacies 
of such a list are not at once apparent to 
him. But it is not too difficult for the 
experienced investor to point them out 
to him. 


In Minnesota the Corporate Fiducia- 
ries Association’s legislative committee 
long has tried conscientiously to help and 
guide the enactment of meritorious legis- 
lation relating to trust matters. Rural 
and urban interests are fairly well bal- 
anced in Minnesota, and at first the As- 
sociation had to meet some opposition, 
particularly on the part of some rural 
legislators. Uniformly the touchstone has 
seemed to be education. People properly 
fear the unknown, but when informed 
seem to react wisely more often than not. 
Throughout successive legislatures the 
committees of the Association have made 
informed personnel available to the leg- 
islatures to present pertinent facts and 
results of experience and recommenda- 
tions based on both. Under this process 
opposition seems to diminish, and the 
Prudent Trustee statute was passed by 
the 1943 Minnesota legislature. 


The argument that seems to have been 
fatal to a similar bill recently before the 
Pennsylvania legislature was that broad 
authority in the hands of incompetent 
trustees would be dangerous. This argu- 
ment was also encountered in Minnesota. 
It was answered here that authority in 
incompetent hands to invest in a legal 
list is even more dangerous, because the 
very existence of such a list would lead 
the incompetent to believe that any se- 
curity listed must be safe. Moreover, 
persons about to create a trust might be 
misled by the existence of a legal list and 
believe, erroneously, that almost anyone 
is competent to be a trustee. Hence the 
abolition of the list would tend to the 
selection of more competent trustees. 
Furthermore, it was pointed out that the 
object of the bill was to benefit cestuis 
que trustent—not trustees, except those 
who conscientiously desire to perform a 
more useful service; that actually the 
Act would increase, in some respects 
greatly, the responsibilities of trustees, 
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and thus be a greater protection to bene- 
ficiaries, particularly against the incom- 
petent trustee who might breach his 
trust. And as applicable to the inexpe- 
rienced as distinct from the incompetent 
trustee, it was pointed out that elimina- 
tion of a legal list bearing the stamp of 
legislative approval would motivate such 
a trustee to seek information and advice 
that would enable him better to carry 
out his duties. Finally, if any dangers 
were created by such an Act, they were 
far counterbalanced by the dangers of a 
‘legal list, and by the advantages in per- 
mitting a conscientious and prudent trus- 
tee, before it became too late, to meet the 
changing conditions of a fast changing 
world. 
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Unquestionably an Act like the Minne- 
sota one does impose greater responsibili- 
ties, but with correspondingly greater op- 
portunities for service, upon the prudent 
and conscientious trustee. Upon objec- 
tion to any investment made by him he 
must be prepared to show that he has 
been prudent and has used due and rea- 
sonable care under the surrounding facts 
and circumstances. The keeping of rec- 
ords in such shape as to be able to demon- 
strate at any time that proper prudence 
has been exercised becomes more impor- 
tant than ever before. Nevertheless a 
strait jacket will have been removed 
which in the past has perhaps more fre- 
quently hampered than it has aided his 
efforts to be a faithful trustee. 


RECENT LEGISLATION AFFECTING FIDUCIARIES* 


California 


Ch. 305: Clarifies law restricting charit- 
able bequests (as to time of will and propor- 
tion of estate); limits benefits thereunder to 
relatives of named classes. 

Ch. 884: Provides for distribution of 
share of heir or legatee, who dies before dis- 
tribution. 

Ch. 998: Extends illegitimate child’s 
right of inheritance to inherit estate of his 
mother’s kindred. 

Ch. 277: Makes insured building and 
loan shares legal for investment by fiducia- 
ries. 


Florida 


Ch. 21980: Permits fiduciaries to deposit 
assets in bank or trust company in order to 
reduce bond. 


Illinois 


H. B. 413: Permits establishment of com- 
mon trust funds. 

H. B. 196: Makes changes in procedure 
of notice of appointment to creditors by 
executor or administrator. 


Massachusetts 


Ch. 389: Provides flexible method of ap- 
portionment between income and principal 
where sale of foreclosure property held in 


*This concludes the report on 1943 legislation, 
which has been running each month since the 
April issue. 


trust is for part cash and part mortgage; 
trustee given liberal discretion. 


Missouri 


H. B. 129: Revises law relating to ap- 
pointment of administrators d. b. n. 


Nebraska 


H. B. 352: Provides for suspension of 
fiduciaries engaged in war service. 

H. B. 363: Makes changes in classes of 
securities authorized for fiduciaries. 


New Hampshire 


Establishes procedure governing substi- 
tutes for fiduciaries in military service. 


Ohio 


H. B. 120: Sets up list of parties who 
must be made defendants in a proceeding 
to sell decedent’s property. 


Wisconsin 


Ch. 283: Provides for suspension of fidu- 
ciaries during war service. 

Ch. 258: Clarifies tax law to deny income 
tax deduction to estate for executor’s fees; 
such fees are allowed as deduction against 
inheritance taxes. 


Ch. 49: States that death of principal 
does not revoke power of attorney until 
agent has notice of death or as to one who 
without notice of death deals in good faith 
with agent. 
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CURRENT FEDERAL TAX NOTES 


PETER GUY EVANS 


Certified Public Accountant: Member of New York Bar: 
Lecturer at Rutgers and Columbia Universities 


Court Decisions 


Gift tax on present value. Husband 
donated policies on his life to his wife 
with right of reverter if she predeceased 
him. The Commissioner contended that 
this was a gift of a future interest; the 
Tax Court held that he donated assets of 
present value and therefore was entitled 
to a full exclusion per gift per person. 
Here, only the payments of premiums 
were gifts to his wife and only to the ex- 
tent that they represented the wife’s 
interest (71%) in the policy and pre- 
miums, and not in the possibility of re- 
verter (29%). Since such gifts were 
not in excess of the statutory exemption, 
no gift tax was due. Chittendon v. Has- 
sett, U. S. D. C., D. of Mass., Civil, No. 
2119, June 16. 


Excess profits tax—first case for the 
Government. In 1929 taxpayer acquired 
policies of insurance on life of its prin- 
cipal stockholder. When he died in 1940, 
the corporation realized net proceeds of 
$70,000: $100,000 less cost of policy and 
premiums. (Tax exemption does not ap- 
ply to such income where policies were 
so acquired.) Consequently, the net pro- 
ceeds were reportable. However, relief 
was claimed under Sec. 721 of the Code 
on the basis that such income was ab- 
normal and should be allocated over the 
years prior to 1940. The Tax Court 
agreed that the income constituted ab- 
normal income, but could find no ground 
for allocating it to back years preceding 
1940 and hence could not eliminate it 
from the 1940 excess profits tax net in- 
come. If allocation is permissible it 
must be made pursuant to the Commis- 
sioner’s regulations and they do not per- 
mit allocation where income arises from 
an investment. Here, The Tax Court 
held the acquisition of the policy and 
subsequent premium payments to be an 
investment. Premier Products Co. v. 
Comm., 2 T. C. No. 54, July 21. 


Since this is the virgin determination 
under the excess profits tax law it gives 
some indication of the extent to which 
the courts will follow the regulations in 
deciding abnormality cases. 


Executor’s commissions taxable in 
year received. An executor who with- 
drew commissions in 1936 and 1937 was 
taxable on same during those years, even 
though their approval in the estate ac- 
counting did not take place until 1938. 
(This case seems wrong as it runs coun- 
ter to Cadwalader, 88 F. (2d) 274, S. M. 
1929, etc.) William K. Jacobs, Jr. v. 
Hoey, C. C. A.-2, No. 279, June 30. 

Trust income not taxable to grantor. 
Court decides in favor of the taxpayer 
by holding that the grantor of a trust 
was not' taxable on the trust income, un- 
der Sec. 22 (a) as interpreted in Helver- 
ing v. Clifford, 309 U. S. 331. The Court 


pointed out that only a disregard of the 
purposes of the trust would make it pos- 
sible for the grantor to control the allo- 
cation of income among the family mem- 


bers. In rejecting the Commissioner’s 
contention that Sec. 166 applied, the 
Court also pointed out that the bene- 
ficiary (grantor’s wife) had a substan- 
tial adverse interest in the trust income. 
Phipps v. Comm. C. C. A.-2, No. 206, 
June 30. 

Estate tax—possibility of reverter. In 
1925 husband took out two policies, pay- 
able to his wife, with possibility of re- 
verter if beneficiary predeceased. him. 
Under Hallock case, 309 U. S. 106, the 
Court held proceeds of policies includible 
in gross estate of insured. However, 
with regard to policies taken out in 1898 
and 1914, the Court held that the Hallock 
rule does not apply as these policies were 
issued prior to the enactment of the 1918. 
Revenue Act. Liebmann v. Hassett, U: 
S. D. C., D. of Mass., Civil No. 1460, 
June 22. 

Interest on insurance conversion cost 
not deductible. Taxpayer converted a 
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straight life to a 10-payment-life policy 
by paying the additional premiums due 
plus 6% interest from the date of issue. 
The Tax Court held that the interest 
was not deductible, because the payment 
represented an adjustment of the new 
insurance cost. It argued that interest 
is deductible only where there was “prior 
existence of an absolute obligation to 
pay money together with compensation 
for the use of that money.” The holding 
seems doubtful. Samuel J. Johnson, 
Memo T. C., June 8. 

Gift tax collected from donees. In 
1937 father gave in trust his interest in 
certain life insurance policies and claim- 
ed three $5,000 exclusions. Commission- 
er held that gifts were of future inter- 
ests. The donor was solvent but since 
the statute barred the assessment of the 
additional tax, the Commissioner claim- 
ed payment from the transferees. The 
Tax Court held the assessments against 
the transferees to have been timely made. 
(This case is extremely doubtful. Con- 
gressional intent does not permit the 
assessment of a claim against transfer- 
ees in this type of case, where the donor 
is solvent. If this case is correct it 
would extend the statute of limitations 
from 3 to 4 years on deficiency assess- 
ments. The law gives the Commissioner 
an additional year to claim against the 
transferees in cases where the donor is 
insolvent, or where Commissioner was 
not at fault, etc., but not here.) Watkins, 
Memo T. C., June 10. 


Estate tax—trusts not reciprocal. Hus- 
band created trust naming wife as life 
beneficiary, with remainder to children. 
Wife had similar trust drawn up naming 
husband beneficiary. This information 
was kept from husband until her trust 
was executed. Although both trust agree- 
ments were executed: within a day of each 
other, the Tax Court held that they were 
‘not reciprocal and not executed in con- 
sideration of each other. Hence the cor- 
pus of neither trust was includible in 
the taxable estate of the grantor. Estate 
of Lindsay, 2 T. C. No. 22. 

No gift tax on pension for employee. 
‘Taxpayer hired domestic in 1919 and at 
dismissal time, 1939, paid $42,000 for 
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an annuity which would pay the domestic 
$200 a month for life. Since the ser- 
vices had been rendered on the under- 
standing that the servant would retire 
on a pension, the cost of the annuity re- 
presents compensation for past services. 
Accordingly the Tax Court held that the 
$42,000 is not taxable as a gift. Elizabeth 
C. Morrow v. Comm., 2 T. C. No. 28. 

Insurance surrender payments not tax- 
able. Taxpayer upon surrendering cer- 
tain endowment and life insurance pol- 
icies requested payment in installments. 
Commissioner contended that this was 
tantamount to a purchased annuity under 
Section 22 (b) (2). The Tax Court held 
that these were not annuity receipts and 
hence not includible in gross income. 
Thornley v. Comm., 2 T. C. No. 31, 
June 25. 


Interest on gift tax disallowed. Tax- 
payer, ultimate beneficiary of gifts for 
which no gift tax returns were filed 
(1924 and 1925, prior gift tax law), paid 
a portion of the gift taxes due plus in- 
terest in 1939, as transferee. The Tax 
Court held that the interest is not de- 
ductible since it was paid on the debt of 
another taxpayer. Louis P. Blosser, 
Memo T. C., June 19. 

No gift tax on transfers of life insur- 
ance policies. Individual owned. 100% 
of common stock and about 30% of pre- 
ferred stock of corporation which was 
indebted to banks for $1,000,000. Be- 
fore renewing the loans the banks insist- 
ed on his transferring $400,000 “face 
value” insurance on his life to the corpor- 
ation. Such transfer was made, loans 
were paid off, policies were not reassign- 
ed and the taxpayer died. The Commis- 
sioner contended a gift tax was due. The 
Tax Court held that since the transfer 
was made for a full and adequate con- 
sideration, there was no gift tax. Estate 
of Herman D. Bob, Memo. T. C., June 25. 


Rulings, News, Etc. 


T. D. 5277, on “The Current Tax Pay- 
ment Act of 1943,” explains the withhold- 
ing features. These are “advance regu- 
lations,” hastily written and incomplete. 

T. D. 5278 covers Sec. 162, 1942 Rev- 
enue Act, relating to deductions to recog- 
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nized pension trusts under Sec. 23 (p) 
and Sec. 165 of the Internal Revenue 
Code. (For analysis, see article by Gus- 
tave Simons in this issue.) Simultane- 
ously there were issued a press release 
and three special rulings on pension plans 
submitted to the Bureau. The rulings 
emphasize the principle that plans ex- 
cluding employees earning $3,000 or less 
must be integrated with Social Security 
benefits, otherwise they cannot qualify 
under the tax law. (For Rulings see 
I. T.’s. 3613, 3614, and 3615.) 


T. D. 5283 relates to Sec. 10, 1943 Act, 
extension of time for releasing certain 
powers of appointment to avoid future 
estate taxes; the final release date ex- 
tended from July 1, 1943 to Mar. 1, 1944, 
Sec. 403 (d), 1942 Act. (Those inter- 
ested should note change carefully as 
important tax savings are involved.) 


TFR 500 reports of American owned 
property in foreign countries originally 
were required to be filed by August 31; 
filing date has been extended to Novem- 
ber 1, 1943. 


Just as we go to press, the Treasury 
announces extensive amendments to Reg- 
ulation 103 relating to income on estates 
and trusts. 


Tax conferees are working furiously 
on the Second 1943 Act. Current pro- 
posals are: (1) change corporation nor- 
mal tax to 55%; (2) increase steeply in- 
dividual income taxes rates for the $2500 
to $25,000 group; (3) increase tobacco 
and liquor taxes; (4) increase old and 
add new excise taxes; (5) introduce in- 
dividual excess profits tax; or spending 
tax; or 10% sales tax. 

Committee is also tinkering with idea 
of compulsory savings and compulsory 
joint returns. 


Illinois Gets Common Trust 
Fund Law 


On July 29th the Governor of [Illinois 
signed House Bill 413: a “Common Trust 
Fund Act.” The law permits banks and 
trust companies to establish one or more 
common trust funds for the purpose of fur- 
nishing investments to itself as fiduciary (as 
trustee, but not guardian or conservator). 
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The permission extends to fiduciary rela- 
tionships existing at the time the Act takes 
effect. 


The law impliedly authorizes discretionary 
common funds by permitting individual 
funds to participate if they may properly 
be invested in assets in which the common 
fund may be invested under the plan. The 
plan, in writing, must provide for (1) man- 
ner of operation, (2) investment powers, 
(3) allocation of income, profits and losses, 
(4) conditions governing admission and 
withdrawal, (5) settlement of accounts, (6) 
basis of valuing assets, (7) basis upon which 
fund may be terminated, and (8) other 
necessary or proper matters. Amortization 
is not required, but if it is utilized, the law 
sets the method. 

Assets of the common trust fund are to 
be held by the bank, which, however, may 
hold them in the name of a nominee. The 
bank has exclusive management of the fund, 
irrespective of any co-fiduciaries. An an- — 
nual audit by a C. P. A. is required. : 

No limitations are set forth as to the 
amount of any one trust which may be in- 
vested in the common fund or as to invest- 
ments by the fund itself. 


Trustee May Make Mineral 
Lease 


In J. S. Whitworth’s article in the May 
issue (page 470-1) discussing the new Texas 
Trust Code, it was stated that Section 25, 
giving trustees the power to make oil, gas 
and other mineral leases, had been neces- 
sary in view of a recent Supreme Court de- 
cision declaring a mineral lease void where 
the instrument did not specifically provide 
such authority. Last month, the court in 
reconsidering the decision in Avis v. First 
National Bank of Wichita Falls, reversed 
its position and upheld the right of the trus- 
tee to execute a lease. 

—_ 0 > 


Voting Trusteed Stocks 


The latest of Gilbert Stephenson’s “Stud- 
ies in Trust Business—Second Series” is en- 
titled “Voting Shares of Stock Held in Trust 
Accounts.” Mr. Stephenson concludes that 
the trend of the law is in the direction of 
holding that a trustee has the duty, as well 
as the power, to vote by general proxy 
where the “prudent” individual stockholder 
would do so. 


The study is issued as a supplement to 
the June issue of The Trust Bulletin. 
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Decisions 
LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 
ONTARIO: L. G. Goodenough—Leonard & Leonard, Toronto 
WISCONSIN: Ralph M. Hoyt—Shea & Hoyt, Milwaukee 


The complete roster of editors appears in July and January. 


Distribution — Community Property — 
Income From Property Acquired Prior 
to 1923 as Subject to Wife's Testa- 
mentary Disposition 


California—District Court of Appeal 
Boyd v. Oser, 188 P. 2d 328 (May 28, 19438). 


Waterland, prior to 1920, accumulated 
community property which was invested in 
real estate and in loans. His wife Amelia 
predeceased him in 1935. The question was 
whether Amelia could dispose of half of the 
property which could be identified as repre- 
senting investments of rentals and interest 
received on community property acquired 
prior to July 16, 1923, that being the date 
on which, by amendment to Civil Code Sec. 
1401, the wife was given power of testa- 
mentary disposition as to one-half of com- 
munity property. The Supreme Court had 
previously held in McKay v. Lauriston, 204 
Cal. 557, that the 1923 amendment did not 
give the wife power of testamentary dis- 
position of community property acquired 
prior to 1923. 


HELD: Rentals or other income derived, 
after the 1923 amendment, from such previ- 
ously acquired property are nevertheless 
subject to the wife’s testamentary disposi- 
tion to the extent of one-half. This rule 
applies to property in which such income 
is invested. 


a , 


Business Insurance Decision 


An extended discussion of the nature, 
legal requisites and consequences of a stock 
purchase agreement is found in the recent 
Alabama case of Cowin v. Salmon, 13 So. 
(2d) 190. 


Distribution — Illegality of Separation 
Agreement Provision Relieving Hus- 
band of Duty to Support Voids Entire 
Agreement Including Husband's 
Waiver to Take Against Will 


New York—Surrogate’s Court, Westchester County 
Matter of Brenner, N. Y. L. J., June 22, 1943. 


In a separation agreement, it was pro- 
vided that if either spouse should seek a 
divorce in a State other than New York, 
the other would appear, and irrevocably, 
for three years, appointed his and her re- 
spective counsel as their respective attor- 
neys-in-fact to engage an attorney in the 
other state to take such action as might 
be necessary to confer jurisdiction upon 
the court. By the agreement, the wife also 
waived any claim that she might have 
against the husband for support and main- 
tenance. By the agreement also, each 
spouse waived all rights of election to take 
against any Will of the other, and also 
waived any intestate share in the other’s 
property. Thereafter, the wife instituted 
an action for divorce in Arkansas; the hus- 
band refused to appear or to permit his 
attorney-in-fact to do so for him. It was 
not established whether or not the wife 
did obtain a divorce decree. The wife left 
a Will which made no provision for the 
husband. The husband asserted his right 
to claim against the Will under New York 
D. E. L. §18. 


HELD: The agreement was not primar- 
ily a scheme to “obtain or facilitate a di- 
vorce” and did not have a “direct tendency” 
to dissolve the marriage, because neither 
spouse waived any right to contest any such 
divorce action, nor was there any induce- 
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ment towards permitting the granting of a 
divorce. But the wife’s waiver of her 
claim to be supported was a direct viola- 
tion of the N. Y. statutory prohibition in 
that regard, and that partial illegality in 
the agreement destroyed the whole agree- 
ment; therefore, the husband was not 
bound by his purported waiver of his right 
to claim against the Will. 


—_——— 


Life Tenant & Remainderman — Power 
to Use Corpus Does Not Make Re- 
mainder Contingent — Construction 
of Remainder to Child of Deceased 
Child 


Wisconsin—Supreme Court 


Downs v. Downs, 9 N. W. (2d) 822; decided June 
16, 1943. 


The testator left all his property to his 
wife for life with power to use principal if 
necessary for her support, and he left the 
remainder to his children, “the child of any 
deceased child to take by right of represen- 
tation.” One son of the testator died dur- 
ing the life tenancy, leaving his widow as 
his sole heir. Upon the death of the life 
tenant, the son’s widow claimed the son’s 
share of the estate. 

HELD: The remainder was vested, and 
passed to the heir of the son. The pro- 
vision in the will that the child of any de- 
ceased child should take by right of repre- 
sentation must be construed as referring 
only to a child predeceasing the testator 
himself. The fact that the life tenant was 
given power to use corpus for her support 
did not make the remainder contingent, but 
merely made it subject to defeasance. 

a 
Life Tenant & Remainderman — Con- 
tingent Interest of Beneficiary Not 

Subject to Sale 

California—District Court of Appeal 


Anglo-California National Bank v. Kidd, 137 P. 2d 
460 (May 21, 1943). 


Carl Lindow was income beneficiary of a 
testamentary trust until he should attain 
thirty years, at which time he was to re- 
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ceive principal. If he died before attain- 
ing that age, the estate went to other per- 
sons. Prior to his attaining that age, a 
judgment creditor of Lindow’s levied exe- 
cution on his interest in the trust, and sale 
was had under the execution. Lindow hav- 
ing attained thirty years, present action in 
interpleader was brought by the trustees 
to determine whether the execution creditor 
or the beneficiary’s assignee took the prop- 
erty. Judgment for assignee affirmed. 

HELD: A contingent interest is not 
subject to execution until reduced to pos- 
session. Lindow’s interest was contingent, 
that is, subject to a condition precedent, 
but the same rule would apply if it were 
vested subject to a condition subsequent. 

The rule above stated prohibiting invol- 
untary sales does not prohibit voluntary 
assignment. So far as execution affected 
income from the trust, it would reach only 
income in hands of trustee at time execu- 
tion was levied. 


a, 


Taxation — Estate & Inheritance — 
Gift in Trust Held Within Exclusion 
Granted by Death Duty Law to Gifts 
as to Which Donee Assumes Im- 
mediate Possession and Enjoyment 


England—Judicial Committee of Privy Council 


Commissioner v. Perpetual Trust Co., Ltd., 1943 
English Weekly Notes 102. 


Appeal from judgment of High Court of 
Australia, reversing judgment of Supreme 
Court of New South Wales. 

Hall transferred shares to five trustees, 
on trust to pay so much of the income there- 
from as they should think fit for the main- 
tenance, education, etc. of Hall’s minor son 
and to pay the corpus and accumulations to 
the latter on attaining his majority. 

Subsequent to the settlor’s death, the 
Commissioner for Stamp Duties of New 
South Wales sued the settlor’s executor, 
claiming the shares were part of the set- 
tlor’s estate under an Act which includes in 
the gross estate of a decedent “property 
comprised in any gift made by the deceased 


COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 





. . . of which bona fide possession and en- 
joyment has not been assumed by the donee 
immediately upon the gift and thenceforth 
retained to the entire exclusion of the de- 
ceased, or of any benefit to him...” The 
question was whether a gift in trust could 
satisfy the implicit exclusion from the es- 
tate. 


HELD: Appeal from judgment for exe- 
cutor dismissed. The son, through the 
medium of the trustees, was immediately 
put in such bona fide beneficial possession 
and enjoyment of the property as the na- 
ture of the gift permitted, and to the ex- 
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clusion of the donor (even though the lat- 
ter was one of the trustees). 

NOTE: In making this decision available 
to Trusts and Estates, L. G. Goodenough, 
our legal editor for Ontario, referred to a 
contrary ruling by the Ontario Succession 
Duty Department a few years ago under a 
statute similar to the one involved in the 
instant case. Mr. Goodenough requested the 
Department to reconsider its ruling in view 
of the decision in this case, but has been 
advised that the general ruling will remain 
in effect and that each trust will be dealt 
with as it comes up in the light of the in- 
strument and relevant circumstances. 


AMERICAN BAR MEETS IN CHICAGO 


HE program of the Section of Real 

Property, Probate and Trust Law, 
meeting in Chicago on August 23 and 
24 in connection with the 66th annual 
convention of the American Bar Asso- 
ciation has been announced as follows: 


General Session, Monday, 2 P.M. 


“Federal Benefits Available to Disabled 
Veterans and to Dependents of Veter- 
ans Disabled or Killed”: Y. D. Mathes, 
Assistant Solicitor, Veterans Admin- 
istration, Washington, D. C. 

“Missing Beneficiaries, Fiduciaries and 
Principals—The Need for Legisla- 
tion”: Gilbert Stephenson, Wilming- 
ton, Del. 

“Advice to Legal Advisers of Soldiers 
and Sailors”: Tappan Gregory, Chi- 
cago. 


Real Property Division 
Tuesday, 9:30 A.M. 


“Adjustment of Real Property Practice 
to War Conditions”: Dialogue, by Ben- 
jamin Wham, Chairman of Committee, 
and others. 

“The Prefabricated House,—lIts Legal 
Status and Financing Problems”; 
Bettin Stalling, Chicago. 


Joint. Meeting of Probate and Trust 
Divisions—T uesday, 9:30 A.M. 


“Current Developments in Taxation — 
State and Federal”: Walter L. Nossa- 
man, Los Angeles. 


“State Legislation Affecting Trusts and 
Estates”: Emerson R. Lewis, Chicago. 
“Current Trust and Probate Literature”: 
P. Philip Lacovara, New York City. 
Committee Reports and Discussions: 
Trust and Probate Decisions, Arad 
M. Riggs, New York City 
Improvement of Probate Statutes, R. 
G. Patton, Minneapolis. 
Estates of Veterans, William O. Wil- 
son, Cheyenne. 
Soldiers’ and Sailors’ Wills, Everett 
_ Paul Griffin, St. Louis. 
Substituted Fiduciaries for Fiduciar- 
ies in War Service, Ferris D. Stone, 
Detroit. 
Effect of War Legislation upon Trusts 
and Estates, Francis W. Hill, Jr., 
Washington, D. C. 


General Session, Tuesday, 2 P.M. 


“Enemy Interests in Estates and Trusts 
and other Court or Administrative 
Actions or Proceedings”: by Francis 
J. McNamara, Assistant to the Alien 
Property Custodian, Washington, D.C. 

“War Boom: Problems of Allocation be- 
tween various Beneficiaries”: James 
M. Trenary, Vice-President, United 
States Trust Co., New York City. 

“Condemnation for World War Number 
II’: Norman M. Littell, Assistant 
Attorney-General, Washington, D. C. 

“Streamlining the Procedure for the 
Settlement of Accounts”: Nelson 
Brewer, Judge of Probate Court, Cleve- 
land. 





